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Argentina: Late Major Field of 


British Overseas Investment 


By J. FRED RIPPY 


For more than fifty years Argentina was an important field 
of operations for British capitalists. At almost any time be- 
tween 1890 and 1946 at least a tenth of the total capital owned 
by inhabitants of the British Isles in foreign lands was in- 
vested in Argentina. If approximately a third of the aggregate 
British overseas investment during this period was in Latin 
America, the big Rio de la Plata republic at times accounted 
for more than a third of that third.! 

For several decades after the Argentinos won their inde- 
pendence from Spain, English capital trickled in but slowly. 
The total nominal British investment at the end of the year 
1880, after Argentina had solved the problem of political sta- 


1 Estimates of total overseas investments by residents of the British 
Isles vary widely. Perhaps British foreign investments aggregated £1.6 
billion in 1890, £2 billion in 1900, £3.5 billion in 1913, around £4 billion 
in 1929, and £3.3 billion in 1947. But see C. K. Hobson, The Export of 
Capital (London, 1914), pp. 37, 205, 207; J. A. Hobson, Imperialism 
(London, 3rd ed., 1938), pp. 52, 62, 375; and Cleona Lewis, The United 
States and the Forcign Investment Problem (Washington, D. C.), p. 60. 

My estimates of British investments in Argentina are based mainly 
upon three sources: Council of the Corporation of Foreign Bondholders 
(London), Annual Report for the years 1880 through 1949; Stock E»- 
change Year-Book (London) for the same period; and South American 
Journal (London) for the years 1914, 1931, and 1934-1950, especially 
vol. 76 (Jan. 31, 1914), p. 168; vol. 110 (Jan. 25, 1931), p. 82; vol. 117 
(March 30, 1935), p. 326; and vol. 147 (Jan. 28, 1950), p. 42. Specific 
page references to the other two sources seem unnecessary. The Annual 
Reports of the Council are useful only for data on government bonds 
and these may readily be found by consulting the table of contents under 
Argentina. The Year-Book is an investment manual with a thorough 
index that includes both the nations which have issued sterling bonds and 
the names of numerous British companies operating at home and abroad, 
together with information on the capitalization and dividend records of 
such companies. 
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bility (at least for a season), was only slightly more than £20 
million. During the next decade, however, the flow was rapid. 
The nominal total rose to nearly £157 million by the end of 
1890; and, despite the adversities of the depression years that 
followed, the investment was approaching £207 million at the 
close of the century. The early years of the new century wit- 
nessed a marked acceleration. The nominal total rose to £290.6 
million by the end of 1910 and to £357.7 million by the close 
of 1913. The peak was not reached until the end of 1934, 
when the nominal total stood at more than £453 million. It 
was still approximately £428.5 million in 1939; but the ravages 
of war and growing Argentine prosperity and nationalism re- 
duced it to £68.5 million or less by the end of 1949, and con- 
siderable further shrinkage was clearly in the offing. 


Although Englishmen purchased their first Argentine gov- 
ernment bonds in 1824, an issue of £1,000,000 floated by the 
Province of Buenos Aires, they were not much attracted by 
this type of investment until forty years later. The face value 
of Argentine government and government-guaranteed securi- 
ties held by British capitalists at the end of 1880 was only a 


little more than £20.3 million. By 1900, however, the nominal 
aggregate was approximately £79 million. The peak was 
reached in 1918, when the total stood at £82.7 million. The 
nominal aggregate was still above £64 million at the end of 
1939, but by the close of 1949 it was only a little more than 
£5.6 million. 


The British investment in Argentine railways, destined 
eventually to become large and significant, lagged behind the 
investment in government securities until after 1890. Only 
some £7.6 million at the end of 1880 and only a little more 
than £64.6 million at the close of 1890, nominal British capital 
in Argentine railways mounted to £93.6 million in 1900, to 
above £174.4 million in 1910, to £215 million at the end of 1913, 
and to £277.1 million at the close of 1937. The nomina] rail- 
way capital then began to shrink somewhat, but it was still 
reckoned at more than £252 million in 1946, when all the 
British-owned railways in the republic were sold to the Argen- 
tine national government for £150 million, a sum probably less 
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than the actual investment, although the railroad capitaliza- 
tion included a liberal portion of water. 

Other investments, listed by the South American Journal 
under a broad category labeled “miscellaneous,” amounted to 
less than £1.5 million in 1880, but expanded to £35 million by 
1910, to more than £61.1 million by the end of 1913, and to 
more than £111.2 million by the close of 1929. Then a shrink- 
age began, but the nominal aggregate was still above £63.7 
million, according to the South American Journal, at the end 
of the year 1949. These miscellaneous investments were quite 
diversified, including at one time or another almost every con- 
ceivable economic enterprise. The major concentrations, how- 
ever, were in public utilities, real estate, and financial organi- 
zations such as mortgage, loan, and trust companies and 
branches of giant commercial banks whose capital cannot 
easily be ascertained because they were operating in many 
other countries besides Argentina. British capital engaged in 
manufacturing was comparatively insignificant, except in the 
processing of meat, although small sums were invested in the 
brewery business, in the refining of sugar, and in the manu- 
facture of metal, chemical, pharmaceutical, and a few other 
products. 

Because the British investment in Argentine public utilities 
soon became involved in holding companies—both British and 
international with British participation—its exact magnitude 
is difficult to determine. The following figures are offered as 
approximates: £9.5 million at the end of the year 1890, £39.6 
million in 1913, and some £43 million in 1915, when this cate- 
gory of investment reached its maximum. As in the case of 
the railway companies, capitalization of public-utility enter- 
prises was inflated. The aggregate nominal investment in 
Argentine public utilities may have been in the neighborhood 
of £25 or £30 million at the close of the year 1949; but, what- 
ever the total at that time, it would shortly be sold to the 
Argentine government or otherwise liquidated.? 


21 have arrived at these estimates of British investments in Argentine 
public utilities and real estate after a long and careful scrutiny of the 
Stock Exchange Year-Book for the years 1891 through 1950. 
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Real estate, especially immense livestock ranches and great 
stretches of timber lands, was a favorite type of English 
investment in Argentina. At their maximum in the second 
decade of the present century British holdings probably 
amounted to around 9 million acres. The nominal capital 
invested in Argentine real estate by residents of the British 
Isles was hardly more than £2.8 million at the end of the year 
1890, but in excess of £13 million at the close of 1913; and the 
total was still in the neighborhood of £11 million in 1949. 

Englishmen derived a comparatively large income from 
their Argentine investments, particularly during the first three 
decades of the twentieth century.* Income from this overseas 
source was only a little short of £14 million by 1910 and more 
than £17.6 million in 1913. It reached a peak of some £24.4 
million in 1929, perhaps not less than 12 per cent of the income 
received by Englishmen from all of their overseas investments 
at that time. But British income drawn from Argentina di- 
minished rapidly after 1930, until it amounted to only some 
£2.3 million in 1949. 

Few if any countries yielded Englishmen a better rate of 
return on their nominal investment. The highest rates (pos- 
sibly excepting two or three years in the middle 1880’s, when 
the investment was not yet large) were returned in the late 
1920’s. The yield was 5.2 per cent on the aggregate nominal 
capital invested in Argentina in 1926. It was 5.3 per cent in 
1927 and 5.6 per cent in both 1928 and 1929. It had been 4.8 
per cent in 1910 and 4.9 per cent in both 1913 and 1924; and, 
in spite of the onslaught of the world depression, the rate of 
return from Argentina was 5 per cent in 1930 and 3.6 per cent 
in 1931. Between 1932 and 1949, however, the annual nominal 
yield never reached 3 per cent; the average for this period, 
slightly depressed by the withholding of railroad income in 
1947, was only 2.6 per annum. 

The low rate of return that began in 1932 may be attributed 
largely to the slump in the yield of the railroad capital, which 


* Statistics on income and average rates of return are based mainly on 
the South American Journal, especially vol. 115 (June 23, 1934), p. 621, 
and vol. 147 (Jan. 28, 1950), p. 42. 
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averaged only 1.74 per cent on the nominal investment during 
the 15 years following 1931. It should be remembered, how- 
ever, that the railway companies were greatly overcapitalized 
and that, excepting two or three years in the early 1890’s, the 
nominal yield of British capital invested in Argentine rail- 
roads had never fallen below 3 per cent. It was 3 per cent in 
1918 and 3 per cent again in 1930; but it had been 4.8 per cent 
in both 1910 and 1913. It rose from 4.9 per cent in 1923 to 
5.5 per cent in 1926; it was 5.5 per cent in 1927, 1928, and 
1929; and it was 4.7 per cent in 1930. 


Argentine government bonds yielded moderate but steady 
returns for a period of over eighty years. Except for the years 
1890 and 1891, there were no defaults on National issues, and 
Provincial and Municipal issues in default never amounted to 
as much as 5 per cent of the total face value of the British 
investment in Argentine government securities. The average 
annual nominal yield from 1910 through 1949 was approxi- 
mately 4.3 per cent. The maximum income from this source 
was attained in 1918, £3,697,110, the nominal rate for that 
vear being 4.4 per cent. 


In spite of the low rate of return on many of the English- 
owned Argentine public utilities from 1932 through 1949, the 
broad miscellaneous group of British investments was more 
profitable than either the railway capital or the capital in 
government securities. The average nominal rate of return 
never fell below 3.1 per cent at any time between 1910 and 
1949, and this low rate was for the year 1935. The average 
nominal yield for the 18 years beginning with 1932 was 3.6 
per cent. The maximum rate of return and the maximum 
income were recorded in 1929, the income for that year being 
more than £7.4 million from the all-time peak investment of 
slightly above £111.2 million, and the nominal yield being 6.6. 
The nominal rate of return had been 5.7 per cent in 1910 and 
6.1 per cent in 1913, and it was 6.5 in 1928 and 6.2 in 1930. 
These comparatively high averages can be attributed in the 
main to profitable investments in ranch, farm, and timber 
lands and in mortgage, loan, and ‘trust companies which dealt 
largely in real estate and real-estate mortgages. Argentine 
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bonanzas were found in land and timber rather than in mines 
and oil wells. 


II 


Between 1870, the year when the Argentine Central Land 
Company, Limited, was established, and the end of the year 
1912, when the last of the large British land companies 
founded to operate in Argentina came into being, British pro- 
moters organized some 30 big real-estate enterprises concerned 
exclusively with Argentina and 3 or 4 others for the purpose 
of operating in Argentina along with one or two of the adja- 
cent countries. Most of them were intended primarily to 
engage in raising livestock, mainly sheep and cattle, and there 
were two periods of enthusiastic investment, the 1880’s and 
the 12 years following 1900. Some of the land enterprfses 
were purely speculative ventures, however, created with the 
view of profiting from the anticipated rise in prices, and some 
mixed colonization and speculation with the livestock business. 
A few were ephemeral and a few went through a number of 
reorganizations and permutations; but the majority continued 
under the same name for decade after decade, and a third of 
the companies were still in existence as late as 1949. 

The South American Journal kept a record of 8 of these 
land companies for a period of 21 years and a record of 7 of 
the 8 that continued to exist (after one had been liquidated 
in 1935) for another 11 years.‘ For the period beginning in 
1914 and ending in 1934 the average nominal rate of return 
per annum, including income from debentures as well as from 
shares, was slightly more than 7 per cent, and for the first 
18 of this 21 years it was almost 8, the highest yields, 11 per 
cent, 13.9, and 15.8, being for the years 1916, 1917, and 1920. 
For the 11 years starting with 1935 the average nominal yield 
was 7.2 per cent. Only 4 of the most profitable land companies 
owned by Englishmen in Argentina, however, were included in 

4 See, for example, vol. 118, p. 561; vol. 127, p. 88; vol. 138, p. 301. 
The companies included in the Journal’s calculations were: (1) Argentine 
Land and Investment, (2) Argentine Northern, (3) Argentine Southern, 
(4) Cordoba, (5) Forestal, (6) Port Madryn (liquidated in 1935), (7) Rio 
Negro, and (8) Tecka. Numbers 1, 3, 5, and 8 were the most profitable. 


_—— Fs iri 
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the Journal’s list. A different selection would have pushed 
the average up. Four of the big British enterprises engaged 
in ranching would have raised the annual average 40 or 50 per 
cent higher if they had been substituted for four of the less 
profitable companies included in the Journal’s calculations. 

Associated Estancias,® organized in 1900 with a paid-in 
capital of £40,070 in ordinary shares, with no preference stock, 
and with never more than £20,000 in debentures, returned an 
annual average dividend of 23 per cent on its nominal ordinary 
capital during the 15 years beginning in 1905 and an average 
of 12.25 during the first twenty years of its existence. The 
rate of return declined following 1919, after the company had 
inflated its ordinary share capital to a total of £400,800 with- 
out any apparent expansion of its holdings. During the decade 
starting in 1920 the average annual nominal yield was only 
4.35, and the rate of return continued to decline until the 
company sold its two ranches in 1947 for a sum amounting to 
40 per cent of its inflated capital. 

IEstancias and Properties, Limited, created in 1899 with a 
paid-up capital of £110,000, all in ordinary shares, yielded an 
annual nominal average of 14.45 per cent during the decade 
beginning in 1912, an annual nominal average of 7.15 during 
the next 10 years, and an annual average of nearly 6 per cent 
for the 15-year period starting in 1932. For some reason, per- 
haps because of liquidation, the Stock Exchange Official Year- 
Book ceased to list this enterprise after 1947. 

Espartillar Estancia, organized in 1886, with a paid-in capi- 
tal of £120,000 in ordinary shares and with never more than 
£30,000 in debentures (bearing 5 per cent), returned an annual 
nominal average ordinary dividend of 7 per cent for the 
45-year period beginning in 1901. No year passed without 
a dividend on the ordinary shares, and the company sold its 


* The capitalization and dividend record of this company and of the 
7 others dealt with in this section have been determined by thumbing 
thousands of pages of the Stock Exchange Year-Book covering the years 
1880 through 1950. The statistics may be tested by consulting the indexes 
under the various company names and examining the pages that recite 
their history. 
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ranch in 1946 at a profit which brought the shareholders a 
capital return of nearly £25 for every £10 share they owned. 

Las Cabezas Estancia Company, founded in 1876, recorded 
an average annual yield of 11.28 per cent during a 68-year 
period (1882-1949), never skipping a dividend or paying one 
of less than 4.5 per cent (1906). For many years its paid-up 
capital, all ordinary shares, was £80,000, but this was doubled 
in 1906 by issuing a stock dividend of 100 per cent. The 
decades of highest returns for the shareholders, leaving the 
big stock dividend out of the reckoning, were those beginning 
in 1882 and 1922, the first returning a total of 125.25 per cent 
and the second an aggregate of 166. Starting out with a single 
ranch in the Province of Entre Rios, the company eventually 
increased its holdings to three ranches by “‘plowing back” a 
part of its profits. 

Even more profitable than the land companies were the 
mortgage, loan, and trust companies, particularly the four 
oldest and most important of the group. The first of the four, 
River Plate Trust, Loan and Agency Company, Limited, was 
founded in 1881. The other three were all established in 1888. 
They made their profits by selling debentures bearing 4.5 per 
cent interest or less in the British market and lending the 
proceeds at high rates to Argentinos accustomed to paying 
dearly for their loans, particularly to those engaged in farm- 
ing and stock-raising or in the real-estate business. 

River Plate Trust, Loan and Agency had two classes of ordi- 
nary shares, one yielding only moderate, if regular, annual 
returns of from 3 to 8 per cent and the other paying very 
handsome dividends. After 1913, there were also £1,500,000 
in 5 per cent preference shares. Amounting to only £100,000 
in the beginning, the more profitable class of ordinary shares 
was soon increased to £375,000 and then to £500,000. The 
capital in the less profitable ordinary shares began at £250,000 
and eventually totaled £1,000,000. These two classes were de- 
scribed as “A” shares and “‘B” shares. During the first half- 
century of the company’s operation, the “A” shares received 
a nominal average annual dividend of 17.38 per cent and the 
“B” shares 5.16 per cent, and for the 19 years beginning with 
1931 and ending in 1949 the average annual nominal yield was 
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slightly above 14 per cent for the first class and a little over 
4 per cent for the second. In addition, the “A” shares were 
paid two stock bonuses, one in 1919 and the other in 1928, 
amounting to a total of £300,000 figured at par, and holders 
of these shares were given the exclusive privilege of purchas- 
ing the preference shares, while owners of “B”’ shares received 
£180,000, par value, in the stock bonuses mentioned. 

The share capital, paid up, of the River Plate and General 
Investment Trust Company was £500,000 at the outset, but it 
was increased in 1919 to £550,000, this share capital being 
always equally divided between ordinary and _ preference 
shares. Permanent debentures with coupons of 4 per cent 
were sold in 1907-08. Preference shares yielded 4.5 per cent 
cumulative. Ordinary dividends were low for the first two 
decades, averaging a little less than 4 per cent on the nominal 
paid-in capital. Thereafter the returns mounted, however, 
averaging nearly 12 per cent per annum during the 40 years 
beginning in 1908 and ending in 1947 and 13 per cent annually 
for the next three years. For more than six decades there was 
not a single failure to pay a dividend. 

The Mortgage Company of the River Plate rewarded its 
stockholders handsomely from the beginning, returning an 
annual average of 9.2 per cent on its nominal paid-up ordinary 
shares during the first decade, paying a per-annum average 
of 12.45 per cent for the first six decades of its operation, re- 
turning 10 per cent each year in 1948, 1949, and 1950, and 
never passing a dividend. In addition, a total of £150,000, 
reckoned at par, was paid in stock bonuses. The paid-up ordi- 
nary shares amounted to £200,000 soon after the company was 
launched, but this sum was increased to £300,000 by the issue 
of a 50 per cent stock bonus in 1919. Preference shares— 
£250,000 floated shortly after 1900, but raised to £300,000 in 
1928 by the payment of a stock bonus of £50,000 to the ordi- 
nary shareholders—yielded a cumulative 5 per cent. 

The New Zealand and River Plate Land Mortgage Company. 
which soon disposed of its New Zealand business and centered 
its operations in Argentina, did not prosper during the de- 
pression of the 1890’s. It returned an average nominal annual 
dividend of only 4.1 per cent on its ordinary shares for the 
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decade beginning in 1888, failed to make any payments during 
three of the ten years, and perhaps suffered a small loss of 
capital. Reduced from £200,000 at the outset to £178,165 in 
1895, the ordinary shares of this company were gradually in- 
creased to £350,000 and then doubled in 1920 by the payment 
of a stock dividend of 100 per cent. For the half-century start- 
ing in 1898 the average nominal return on the ordinary shares 
was 7 per cent per annum. From 1920 through 1949, with 
half of this capifal probably consisting of water, the average 
annual yield was a nominal 5.2 per cent. There were no pre- 
ferred shares. 

Such were the dividends of 16 of the most profitable com- 
panies owned by English investors in Argentina. In order 
to avoid a false impression it would be well to recall that the 
annual yield of the total nominal British investment in Argen- 
tina probably never exceeded 5.6 per cent and that the annual 
average from 1932 through 1949 was only 2.6 per cent. Fail- 
ure to describe these remunerative land and finance companies 
would be to leave an interesting part of this story untold, 
but failure to point out that these were only a few of the some 
80 or 90 British-owned enterprises active in Argentina at one 
time or another might result in serious distortion. Such ani- 
mosity as the Argentinos expressed over the years in respect 
to the economic activities of Englishmen in their country 
usually referred to railroads and public utilities ®° rather than 


6 The most profitable railroad enterprise ever owned by Englishmen 
in Argentina was the Buenos Ayres [sic] Great Southern Railway Com- 
pany. Its most prosperous decade began in 1882; for that decade the 
average return on its ordinary shares—a nominal £3 million at the begin- 
ning of the period and £5 million shortly before the end—was 9.4 per 
cent. Ordinary shares with a par value of £32 million paid no dividend, 
however, between 1832 and 1946, and the company’s property was sold 
in 1946 at a price that repaid the shareholders only some 20 per cent of 
the face value of their securities. Rosario Waterworks Company was 
the only British-financed public utility in Argentina that paid an aver- 
age nominal ordinary dividend of 8 per cent for as long as 20 years in 


succession. 
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to these far more profitable ranching, farming, speculating, 
and money-lending organizations.’ 





‘The future of British investments in this land once so important as 
a field for British economic activity and as a source of English overseas 
income seems obscure, clouded by ardent nationalism in Argentina and 
by the fog of economic and political anxieties in the United Kingdom. 
No expansion appears likely in the years immediately ahead, save pos- 
sibly in the capital devoted to local manufacturing and to the distribution 
of goods made in England. 








Some Financial Aspects of the 
Mexican Petroleum Industry, 
1938-1950 


By J. RICHARD POWELL* 


On March 18, 1938 the Mexican government expropriated 
about 90 percent of the Mexican petroleum industry. To con- 
trol and operate the properties of the expropriated companies 
the government established an autonomous public corporation 
known as Petroleos Mexicanos, more popularly known as 
Pemex. It is known that the finances of this public agency 
were in dire straits in the early years. It is the purpose of 
this study to trace some of the financial developments down to 
1950 in so far as those developments are known. 

An accurate assesment of the financial condition of Pemex 
is an impossible task. Probably the management itself did 
not know the real state of its finances in the early years of 
government control. To the end of 1945 Pemex published 
no systematic financial statement, and statements published 
after that time are to be viewed with skepticism. To evalu- 
ate the financial status of Pemex reliance must be placed on 
sporadic data given in the annual reports of the General 
Director, a very few published balance sheets, some available 
statements of earnings and expenditures, and the very gen- 
eral statements made by commissions appointed to study the 
industry in two labor -management disputes. 

With these sources one can analyze certain aspects of the 
finances of the industry and draw some inferences concern- 
ing the status of Pemex. Still the problem remains compli- 
cated. First, accounting techniques were rather primitive, 
and at least until 1947 cost accounting methods were not 


‘Department of Economics, University of California, Los Angeles. 
California. This article is a chapter taken from a larger study of the 
Mexican petroleum industry to be published in book form. 
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used. Finances were handled on a “hand-to-mouth” basis. 
The principal concern was to obtain enough cash income to 
meet necesary cash outlays, and apparently there was little 
regard to apportioning deferred charges to the appropriate 
accounting periods or to making allowances for depreciation 
of equipment or depletion of reserves. Second, the public 
statements concerning investment seemed to make but little 
distinction between gross and net investment or among ex- 
penditures for repairs, replacement, or extension of fixed 
capital. Third, in its accounting the management ignored 
the significance of the initial investment represented by the 
costs of indemnification for expropriation. Fourth, Pemex 
did not pay its taxes regularly and was often far in arrears. 
Even the gasoline tax, for which Pemex was merely the col- 
lection agency, was in default. In the early years, the finances 
of Pemex seem to have been hopelessly entangled with those 
of the government. 

A brief review of the highlights of the financial history of 
Pemex will clarify the problems of its financial conditions. 

The story properly begins with the value of the invest- 
ments expropriated by the Mexican government, but this is 
not known precisely. The value of the expropriated proper- 
ties was the focal point of such heated controversy that it is 
not possible to say what figure is correct.!. However, the sig- 


' The total amount of capital invested in the petroleum industry to 
December 31, 1936, was estimated by the Petroleum Department of the 
Secretary of National Economy (La Industria Petrolera Mexicana, 
Mexico: 1936, p. 39) at 988 million pesos, distributed as follows: 


American companies 511 million pesos 52.0% 
English-Dutch companies 408 million pesos 41.5% 
Mexican companies 49 million pesos 5.0% 
Others 15 million pesos 1.5% 


983 million pesos 100.0% 


At the time of expropriation, the value of the expropriated properties, 
after allowance for depreciation, was by Mexican estimates between 222 
million pesos (Miguel Manterola, La Industria del Petroleo en Mexico, 
pp. 45-46) and 234 million pesos (Jesus Silva Herzog, Petroleo Mexicano, 
pp. 152-156). The claims of the companies were much higher. The 
American companies alone claimed a value of $120 million (432 mil- 
lion pesos at 27.75 cents per pesos. See Secretaria de Economia Na- 
cional, Memoria, 1941-42, p. 147). The Mexicans asserted that $86 
million of this was oil in the subsoil and was, therefore, a constitu- 
tionally-invalid claim. 
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nificant fact from the standpoint of the finances of Pemex is 
the amount of the indemnity payment finally agreed upon. 
This must be computed step by step. 

The first step in settling the oil companies’ claims was 
completed in May, 1940, in the agreement with the Sinclair 
group. Sinclair agreed to accept, in the settlement of its claims, 
payments totaling $8.5 million over a period of about three 
and one-half years.2. The second step came in April, 1942, 
with the agreement between the United States Department 
of State and the Mexican government for settling the claims 
of the rest of the expropriated American companies. The 
amount agreed upon was $23,995,991, paid over a period of 
five vears, plus interest amounting to over $5 million.* The 
final step, the agreement with the Dutch-Shell interests, did 
not take place until August, 1947, when the Mexican gov- 
ernment agreed to pay $81,250,000 over a period of fifteen 
vears, plus interest at 3 per cent retroactive to March 18, 
1938.4. These were to be in equal annual installments of 
$8,689,258 each. The sum of the expropriation payments on 
principal thus amounted to approximately $113 million.® 

This $113 million represents the investment stake that the 
nation placed in the oil industry by expropriating it. The fig- 
ures cannot be taken necessarily as representative of the his- 
torical, reproduction, or prudent investment value of the assets 
acquired by the Mexican government, because the final agree- 
ment appears to have been influenced by political considera- 
tions. No balance sheets for the first seven years after expro- 


~ Silva Herzog, op. cit., pp. 173-186. 

* Secretaria de Economia Nacional, Memoria, 1941-42, pp. 145-146. 
The amounts allowed for these American companies and their subsidi- 
aries were as follows: 


Standard Oil (New Jersey) group $18,391,641 
Standard Oil of California group 3,589,158 
Consolidated Oil Company group 630,151 
Sabalo group 897,671 
Seaboard group 487,370 


$23,995,991 
Although payments to the United States government on this amount 
began in July, 1942 (El Nacional, July 2, 1942), at least one company 
did not announce its acceptance of the agreement until October, 1943 
(Excelsior, October 3, 1943). 
Secretaria de Hacienda y Crédito Publico, Boletin de Legislaciou, 
u Administracién, November and December, 1947, pp. 21-25. 
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priation are available, but the more recent statements reflect 
the expropriated assets at considerably less than the equiva- 
lent value of the expropriation payments.® Some deviation, 
of course, might have been expected in any case since there 
was no way of anticipating the amounts that would be agreed 
upon. 

However, the expropriation payments did enter the bal- 
ance sheet in another form. On December 31, 1947, fol- 
lowing the agreement with the Dutch-Shell interests, a credit 
to income is shown payable to the government for reimburse- 
ment for the expropriated properties. This was carried at 
796.5 million pesos, of which 157.7 million pesos was charged 
off as already paid and 638.8 million pesos was charged to 
future expenses of operation. 


5 This estimate is reached by adding the principals of the sums agreed 
upon: 


Sinclair group $7,500,000 
Other American companies 23,995,991 
Dutch-Shell group 81,250,000 


$112,745,991 
The terms of the Sinclair agreement are not known, but it seems reason- 
able to assume that about $1 million of the $8.5 million was interest over 
the five-year period and $7.5 million was principal. 

" There is no direct method of determining the value at which the ex- 
propriated properties were carried initially, but that they were carried 
at a value well below the amount of payments agreed on is quite certain. 
The value of the expropriation payments amount to more than 400 
million pesos even at the pre-expropriation value of the peso (27.75 
cents); and, in 1949 with the majority of the expropriation payments 
still to be made, the peso stood at less than 14 cents. Over against this 
400 million pesos, the value of fixed assets and inventories as of 
March, 1938, is estimated to be less than 350 million pesos. This esti- 
mate is based on the following considerations. The balance sheet of 
December 31, 1947, (See El Nacional, August 7, 1948) shows the fixed 
assets delivered to the organization by the Mexican government in 
March, 1938, to be valued at 152 million pesos at that time. It is 
estimated that inventories at the time of expropriation did not exceed 
and were probably less than those carried at the end of 1947, which 
stood at 201 million pesos. The estimate is based on the assumption 
that inventories of oil and other products in March, 1938, were not more 
than double their value at the end of 1934, 1935 and 1936, when these 
were consistently valued at less than 40 million pesos. (See Mexico, 
Mexico’s Oil, Mexico, D. F.: Mexican Government, 1940, pp. 470-472). 
At the end of 1947, they stood at 96 million pesos. The value of in- 
ventories of materials at the end of 1934, 1935, and 1936 did not exceed 
33 million pesos; whereas, at the end of 1947 these were carried at 105 
million pesos (which incidentally seems very high for an organization 
allegedly suffering from a materials shortage). The total value of in- 
ventories on December 31, 1947, was 201 million pesos, which added to 
the value of fixed assets as of March, 1938, amounts to 353 million pesos. 
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In addition to the investment in the initially expropriated 
properties, there must be added 20 to 30 million pesos invested 
in the General Administration of National Petroleum‘ and 
an unknown amount paid out for small companies bought or 
expropriated since 1938. 

During the first two years of operation of Pemex there was 
a notable lack of any detailed information concerning its 
financial condition. The general statements made by the man- 
agers indicated that the situation was extremely difficult, and 
this led to thorough administrative reorganization. The first 
specific official statements came from the expert commission 
reporting October 31, 1940. This report showed that in 1939 
there were losses of 22 million pesos. These figures of 
profits and losses can not be taken as anything but a general 
indication of the financial condition. It is likely that profits 
were less and losses greater than indicated, for Pemex op- 
erated pretty much on a cash income and outgo basis, and 
construction was at a low level at the time. The figures follow 
the general impression given in the General Manager’s an- 
nual report of March, 1941, when he stated that in 1938 the 
financial condition of Pemex was not of the best because of 
poor equipment, the boycott, and the administrative problems 
in the transition period. The situation, he said, was improv- 
ing in 1939 until the war broke out and the loss of the Euro- 
pean markets unbalanced income and expenses, so that Pemex 
even fell behind on its general taxes and faced the prospect 
of being unable to liquidate the gasoline consumption taxes 
it had collected. Pemex was also in debt for freight, raw ma- 
terials and equipment. Early in 1940, it became obvious that 
reorganization in the industry was necesary to prevent a com- 
plete breakdown. In addition to such outside factors as the 


7 The General Administration of National Petroleum was a govern- 
ment company organized in 1937 to operate certain oil wells and other 
properties owned by the Mexican government. The estimate of the 
value of these properties is based on data in Silva Herzog, op. cit., p. 289 
and in the balance sheet for December 31, 1947. The balance sheet 
showed the value of these properties to have been 29 million pesos. 
Silva Herzog indicated that the General Administration of National 
Petroleum in 1938 had profits of 3.8 million pesos or 18.44 per cent of 
the capital investment. Thus the latter would amount to 20.6 million 
pesos. 

8 Silva Herzog, op. cit., p. 291. 
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boyeott and loss of markets, labor costs had soared from 56 
million pesos in 1937 to 98 million pesos in 1939.° In July, 
1940, the management was forced to institute proceedings 
for a “conflict of economic order” '® Before the Federal Board 
of Conciliation and Arbitration. The temporary award granted 
by the Board gave considerable relief, for it reduced by 10 
per cent wages and salaries over 700 pesos per month, sus- 
pended payments into the savings fund, restricted rental al- 
lowances, suspended vacations, and reduced overtime pay. 
Consequently, Pemex was able to meet some of its more press- 
ing obligations. In September, the 12-per-cent tax on the 
value of petroleum exports was eliminated, and President 
Cardenas asked Congress for a reduction in other petroleun 
taxes;"? 

The retroactive restoration of wages and allowances to 
labor in the Board award of November 28, 1940, put Pemex 
back in the financial disequilibrium it had faced six months 
before. The federal government was forced to intervene to 
save the corporation. The Secretary of the Treasury sus- 
pended the payment of taxes, which were charged to the ac- 
count of Pemex, and gave “special economic aid” to the or- 
ganization to help it meet its pressing cash outlays. The 
government granted Pemex 60 million pesos, allegedly to repay 
it for certain additions to fixed capital. These funds were 
used to liquidate tax debts of the organization. 

On December 31, 1940, a law provided that part of the 
profits of Pemex should go to the national treasury.'* Ap- 
parently to offset in part the demands of labor for higher 
wages, the law attempted to guarantee a minimum return to 
the government (to be charged as an expense of operation) 
of 53 per cent on the capital invested by the nation and a 
royalty to be fixed by the Secretary of National Economy 


or 


between 10 and 35 per cent of the oil produced. Profits beyond 


“ Pemex records. 

“ A judicial procedure instituted either by labor or management when 
the parties cannot come to agreement on wages, allowances, or conditions 
of work. Either party may force the other to submit to compulsory 
arbitration. 

Pemex, Informe Anual, March 18, 1941. 

'2 Diario Oficial, December 51, 1940. 
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these expenses were to be distributed 20 per cent to the re- 
serves of Pemex, 60 per cent to the federal government. and 
20 per cent to labor. At the end of 1944, a law ordered Pemex 
to reimburse the government for indemnification payments 
on account of expropriation, which had been carried by the 
government up to that time.’* These payments were to be 
given precedence over interest and royalties. To meet this 
obligation, 10 per cent of the gross revenues less taxes was to 
be set aside. 

During the first vears of Pemex, there was a crying need 
for capital to rebuild and modify refineries, pipelines, and 
storage facilities to meet the new market conditions. The 
report of the General Manager '* in March, 1943, claimed in- 
vestments (exclusive of indemnities) made by Pemex up 
to that time amounted to 145 million pesos, of which the fed- 
eral government had provided 60 million pesos and the in- 
dustry 85 million pesos from earnings. These figures seem 
to cover gross investment in fixed assets, including expendi- 
ture for repairs and replacements, for there appear to have 
been no corresponding additions of new equipment in this 
period. It is impossible to know for certain from available 
data the net addition to capital. A statement by the General 
Director in 1947 (see Table 1) indicated that between March, 
1938, and the end of 1942 Pemex invested about 117 million 
pesos in the industry,’® but it is likely that even a consider- 
able part of this was expenditure for replacement of depre- 
ciated equipment. Another aspect of the capital accumula- 
tion of Pemex will be analyzed when the balance sheet is 
considered. 

In the vears 1942 to 1945, little was heard about the 
finances of Pemex. Cash balances seem to have been good 
because income was rising rapidly and there was little drill- 
ing or construction during the war when materials and equip- 
ment were not available. During the three years 1942 to 


13 Diario Oficial, December 2, 1944. 

14 The title of the chief officer was General Manager until December, 
1946. Thereafter he was known as General Director. 

15 Speech of Antonio Bermudez quoted in Revista de Economia Cou- 
tinental, November 20, 1947, p. 603. See Table I. 
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TABLE I 
ANNUAL INVESTMENT OF PEMEX 
1938-1946 


(In millions of pesos) 


Year Investment 
1938 7.5 
1939 18.1 
1940 48.2 
1941 20.0 
1942 23.3 
1943 16.8 
1944 38.3 
1945 : : 55.9 
1946 Q5.9 


Source: Revista de Economia, November 20, 1947, p. 605. 

« Whether investment is net or gross is not specified, but th 
figures probably include replacement of some items of depreci 
ated equipment. 





1944, investment expenditures amounted to 78 million pesos.'® 
When equipment began to become available again in 1945 and 
1946 and funds were needed to purchase it, financial prob- 
lems once more began to pinch the industry. Meanwhile, 
labor costs had rapidly increased again, rising from 109 mil- 
lion pesos in 1943 to 219 million pesos in 1946, and the Syndi- 
cate leaders '* were presing for more at a time when the in- 
dustry needed cash for its expansion program. 

In 1945 and 1946 Pemex invested 152 million pesos in the 
industry; and late in 1946 the further plans of the manage- 
ment, calling for an extensive exploration and refinery con- 
struction program, brought the financial problem to an acute 
stage, which culminated in a “conflict of economic order” in 
December. The General Director in his report to the Fed 
eral Board of Conciliation and Arbitration outlined a plan 
for pipeline and refinery expansion in the neighborhood of 190 
million pesos. This program, he said, could not be carried 
out because of the financial difficulties of the company; and, 
he added, it had been necesary to get a bank loan to meet 
tax obligations, the distribution of savings funds '§ to workers, 


16 Thid, 

17 The union of petroleum workers was known as El Sindicato de 
Trabajadores Petroleros de la Republica Mexicana. 

18 The savings fund was a nest-egg accumulated for the worker during 
the course of the year by Pemex by deducting 10 per cent of the worker’s 
wage and matching it with a like amount from company funds. In 
December of each year Pemex was required to deliver the savings fund 
upon the demand of the worker. 
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and to pay for necessary raw materials and equipment.’® He 
asserted that there was a deficit of over 12 million pesos from 
operations in December, 1946, and a prospective deficit of 56 
million for 1947, even without any expansion. 

The settlement of the ‘‘conflict of economic order” on June 
1, 1947, appeared to have given Pemex a little relief in wage 
payments and greater freedom in signing contracts for ex- 
ploratory drilling. The amount of relief in labor costs was 
probably not great, but the extent of it is uncertain because 
the application of the agreements on wage reductions was 
left in the hands of mixed commissions, which have had a 
notable record of failure in harmonizing conflicting labor- 
management interests. However, the greater freedom in 
signing contracts for exploratory drilling made smaller cash 
outlays necessary, thus relieving some of the financial pres- 
sure. 

t is desirable to turn from this general view of the finances 
of Pemex and analyze some specific aspects in more detail. 

Turning to the income of the organization, one finds that 
gross revenues increased after expropriation from 242 mil- 
lion pesos in 1939 (see Table 2), the first full year of op- 
eration, to 568 million pesos in 1946, an increase of 135 per 
cent. This increase is not spectacular in view of rapidly 
rising costs and the falling value of the peso and the fact 
that 1939 was a bad year for Pemex. In this period Pemex 
labor costs increased 124 per cent and the indexes for in- 
dustrial and raw materials and for construction supplies in- 
creased 135 per cent and 218 per cent, respectively.2° How- 
ever, one must recognize that probably the total income of 
Pemex had been restricted by the government policy of keep- 
ing fuel prices low. 

Analyzing the data that are known concerning the ex- 
penses of the organization, one finds that the two principal 
expenses were labor costs and payments to the government. 
In the nine years, 1938-1946, these items took about two- 
thirds of the revenues, labor costs accounting for 37 per cent 


1% Antonio Bermudez, “Dictamen Relativo al Estado Financiero 
Petroleos Mexicanos,” El Economista, January, 1947, pp. 39-46. 
-" Based on data from Compendio Estadistico, 1948, p. 222 
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TABLE 2 
INCOME OF PEMEX 
1938-1948 
(In millions of pesos) 


Year Total 
1938 154.9 
1939 242.3 
1940 278.7 
1941 311.5 
1942 307.3 
1943 344.5 
1944 392.9 
1945 460.5 
1946 568.0 
1947 759.34 
1948 960.9 « 


Sources: Pemex, Informe Anuval, March 18, 1948, and March 
18, 1949; Antonio Bermudez, “‘Mexico’s Program of Oil Expan- 
sion,’ World Petroleum, January, 1948, pp. 448-49. 
Includes only income from sales. 
of gross revenues and payments to the government for 28 per 
cent. In this period labor costs amounted to 1,128 million 
pesos, of which 83.0 per cent was wages and salaries, 6.8 per 
cent was paid into the savings fund, 5.8 per cent was for 
housing allowance, 2.8 per cent was medical services and 1.6 
per cent went to other benefits.*1 Breaking down the labor 
costs by branches of the industry, one finds that 36.7 per cent 
was paid out in production, 41.4 per cent in refining, 7.3 per 
cent in sales, 10.1 per cent in administration, and 3.6 per cent 
to seamen.*- 

Payments to the government, which amounted to 863 mil- 
lion pesos in the period 1938 to 1946, included general taxes, 
the gasoline consumption tax, interest and royalties; and it 
is impossible to disentangle these completely for the entire his- 
tory of Pemex. However, one can reconstruct the breakdown 
at least in part. The most complete information available is 
from a few available office records of Pemex, covering the 
seven years 1941 to 1947 (see Table 3). In this period, total 
payments to the government amounted to 874.6 million pesos, 


“1 Pemex records. 

2 Of the figure on total wage payments, 0.9 per cent went to employees 
of the Genera] Administration of National Petroleum before it was ab- 
sorbed by Pemex in 1940. 

Payments to seamen were payments to crews of water-borne shipping 
owned by Pemex. 
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of which 593.6 million pesos or 68 per cent was gasoline con- 
sumption tax, 171.4 million pesos or 19.5 per cent was other 
taxes,-* and 109.6 million pesos or 12.5 per cent was payment 
toward royalties, interest on the government investment, and, 
possibly, for 1945 to 1947 the indemnification payment of 10 
per cent of gross income less taxes. It is not clear from the 
available data whether the assessment for indemnification was 
included in these figures or not.*4 

Examining these payments in more detail, one finds that 
the gasoline consumption tax, which stood at 8 centavos per 
liter in 1938, was increased to 9 centavos in 1940 and to 10 
centavos in 1946. This coupled with the rising volume of 
sales of gasoline increased the tax yield very rapidly after 
expropriation, which led the General Manager to boast that 
in 1941 the government collected more from the petroleum 
industry than ever before.** The assertion of the General 
Manager ignored the fact that in 1941 more than 82 per cent 
of the government collections were the gasoline consumption 
tax, and the direct contribution of Pemex to government sup- 
port was less than 14 million pesos, compared to an average 
of almost 23 million pesos per year paid by the private com- 
panies in the three years 1934 to 1936.°° With the possible 
exception of 1940, there was no year from expropriation to 
1946 when the general tax payments of Pemex exceeded those 
paid by the companies. From 1941 to 1947, the general tax 
payments included import duties amounting to 41 per cent, 
export duties to 26 per cent, production taxes to 32 per cent, 
and miscellaneous taxes to 1 per cent. 

As noted above, the law of December 31, 1940, provided 
that Pemex was to pay the government interest of 3 per cent 
on its investment plus a royalty on production to be fixed by 
the Secretary of National Economy between 10 and 35 per 
cent. A rough, but conservative calculation shows that, prior 


“3 Including taxes on production, exports, and imports and certain 
minor taxes. 

“4 It is not likely that the General Manager would fail to include all 
payments to the federal government in his claims. However, there is 
an inexplicable discrepancy if this is the case, for the balance sheet of 
December 31, 1947, shows payments to the government on the expro- 
priation account of 157.7 million pesos. 

=" Informe Anual, March 18, 1942. 

=" Mexico, Mewxico’s Oil, p. 245. 
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TABLE 3 
COMPOSITION OF PAYMENTS BY PEMEX 
TO THE FEDERAL GOVERNMENT 
1938-1948 
(In millions of pesos) 





Royaltics 
and 3% 
Gasoline Return on Total 
Consumption  Generai Government Payment to 

Year Tax # Taxes " Investment ‘ Government # 
1938 38.2 e e 41.1 
1939 42.8 e e 64.3 
1940 53.8 e e 96.6 
1941 62.8 13.4 24.2 100.4 
1942 69.0 7.5 9.6 86.1 
19438 82.9 10.0 29.8 122.7 
1944 81.1 13.2 1.3 93.6 
1945 90.6 18.6 15.0 124.2 
1946 98.5 38.2 é 134.2 
1947 108.7 72.5 213.4 
1948 e e € 311.7 


Sources and notes: 


a Gasoline Consumption Tax for 1941 to 1947 from Pemex records, 
and for 1938 to 1940 computed by multiplying gasoline sales of Pemex 
(See Appendix XI.) by tax of 8 centavos in 1938 and 19389 and 9 cen- 
tavos in 1940. (See Compendio Estadistico. 1948, p. 128.) 

» General Tax payments for 1941 to 1947 from Pemex records. 

« Amounts toward royalties and 3 per cent return on government in- 
vestment computed by subtracting the gasoline consumption tax plus 
general taxes from total payments to the government. It is likely that 
from 1945 on part of this figure should be imputed to reimbursement 
to the federal government on account of the expropriation payments. 

4 Total payments to government according to Annual reports of the 
General Director and to the statement by Antonio Bermudez, “Mexico's 
Program of Oil Expansion,” World Petroleum, January, 1948, pp. 48-49. 

¢ Not available. 


to 1948 at least, Pemex did not fulfill its obligations under 
this law. 


If one ignores the fact that the government had placed, 
or agreed to place, a 425 million peso stake in the industry 
in the form of indemnification payments plus an additional 
324 million pesos invested in the years 1938 to 1946 and if 
one accepts the published figure of approximately 325 million 
pesos for the capital and surplus of Pemex in 1946 and 1947, 
the imputed interest of 3 per cent on the government invest- 
ment for the period 1941 to 1947 would amount to 68 million 
pesos as a minimum. In the same period, royalties, at the 
minimum rate of 10 per cent on the production of 300 million 
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barrels of crude oil valued at 3.50 pesos per barrel,-* would 
have amounted to 105 million pesos. Total interest plus royal- 
ties due the government for the period 1941 to 1947 under 
the law of December 31, 1940, would have amounted to a 
minimum of 173 million pesos, whereas the actual payments 
were less than 110 million pesos. In addition to this, the pay- 
ments toward the indemnification for the three years 1945- 
1947 would have amounted to 136 million pesos (see Table 4). 
It is probable that any reimbursement payments made to the 
federal government on account of expropriation have been 
included in the figures for total payments to the government 


TABLE 4 
ESTIMATED REIMBURSEMENT PAYMENTS DUE THE 
FEDERAL GOVERNMENT FROM PEMEX ON 
ACCOUNT OF INDEMNIFICATION 
1945-1947 
(In millions of pesos) 


Gross Tncone Due 
iv ar Tneome Tan es After Ta res Governiite nt 
1945 460.5 109.2 dol. 25.1 
1946 568.0 136.7 431.5 45.1 
1947 759.3 181.2 578.1 57.8 


Sources and notes: 
See Table 2. 
See Table 3. 
Includes only income from sales. 
‘Ten per cent of gross income less taxes. 
shown in Table 3. If this is true, the default in obligations 
due the federal government in the period 1941 to 1947 would 
have been at least 199 million pesos. However, if the total 
payments that were claimed to have been made to the gov- 
ernment did not include the indemnification reimbursement 
and if 157.7 million pesos were paid as indicated on the balance 
sheet of December 31, 1947, Pemex was still in arrears by 
over 40 million pesos. 
One has this evidence of the financial shortcomings of 
Pemex and also the fact that the organization failed to main- 


“7 A value of 3.50 pesos per barrel is considered a minimum figure 
for a conservative estimate. The Secretary of the Treasury for tax pur- 
poses valued crude oil at 25.02 persos to 38.85 pesos per cubic meter, 
depending on its specific gravity. This is equivalent to between 3.98 
and 6.18 pesos per barrel. See PBoletines de Minas y Petroleo, Septem- 
ber, 1942, pp. 98,99. 
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tain an adequate exploratory program or to build financial 
reserves to carry out such a program. During the eight vears 
1939 to 1946, Pemex produced about 320 million barrels of 
crude oil. At the conservative estimate for the rate of field 
depletion of 30 centavos per barrel,?S a minimum of 96 million 
pesos should have been allowed for exploration merely to 
maintain crude oil production without increase in the rate, 
whereas the actual expenditure amounted to less than 68 
million pesos." Apparently, reserve funds had not been built 
up because one of the reasons for the “conflict of economic 
order” beginning in December, 1946, was that the industry 
had insufficient funds for expansion. In 1947, Pemex spent 36 
million pesos in exploration, which exceeded by a considerable 
margin the minimum estimated annual requirements for main- 
taining production. However, this figure was well below the 
60 million pesos it would cost to drill the 75 exploratory wells 
each year that were estimated necessary to keep production 
ahead of demand.*” 

Pemex published balance sheets for December 31, 1943: 
August 31, 1946; and December 31, 1947.*! Although one 
cannot have complete confidence in these statements, it is re- 
vealing to analyze and compare them in order to see what 
-an be inferred about the financial condition of Pemex. 

Turning first to the current assets and current liabilities, 
one finds that over the two-year period there was a consider- 
able rise in both, but current liabilities increased more. The 
ratio of current assets to current liabilities fell from 4.4 on 
December 31, 1945, to 2.2 on December 31, 1947. The latter, 
however, was an advance over the unfavorable ratio of 1.7 
as of August 31, 1946. Working capital amounted to about 


“8 The oil companies were said to have allowed 30 to 40 centavos per 
barrel for field depletion (see Manuel A. Hernandez, “El Fracaso en 
Mexico de la Expropiacién Petrolera es un Valiosa Ensenanza,” El 
Economista, March-April, 1946, pp. 123-126), and the sub-director of 
the Department of Exploration of Pemex in 1947 estimated costs of ex- 
ploration to be 36 centavos per barrel. See Jorge D. Cumming. “E] 
Problema de las Reservas de Mexico,” Servicio de Informacion, January, 
1948, p. 84. 

** Pemex records. 

30 Cumming, op. cit., pp. 83-84. 

31 These were published in El Nacional November 26, 1946; November 
29, 1946; and August 7, 1948, respectively. 
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160 million pesos at the end of both 1945 and 1947, although 
the figure dropped to less than 90 million pesos in the interim 
report. In inspecting the details more closely, one is struck 
by the relatively low cash balances held. One is also im- 
pressed by the relatively large stock of stored materials and 
accessories (materiales y accesorios almacenados) which 
ranged in value from 88.5 million pesos to 105.3 million pesos, 
or between 35 and 42 per cent of the current assets. For an 
organization suffering chronically from material and equip- 
ment shortages, the figures seem very high, and one suspects 
that the values are inflated. 

The ratio of fixed assets to fixed liabilities was favorable, 
amounting to 4.1 on December 31, 1945. Although it declined 
slightly to 3.7 on the 1947 report, fixed assets increased 
nearly 115 million pesos, whereas long term debt increased only 
38 million pesos. This favorable development had a counter- 
part, for the ratio of owned capital to borrowed capital fell 
from 1.59 to 0.85, since there was no appreciable change in 
the capital and surplus of the organization, which stood at 
close to 325 million pesos. 

The balance sheet shows that between March, 1938, and 
December 31, 1947, 524 million pesos was invested in fixed 
assets, and probably between 40 and 90 million pesos was in- 
vested in working capital."= The net investment of new cap- 
ital in the industry from expropriation to the end of 1947 
amounted to between 560 million and 610 million pesos. It 
is not possible to specify exactly the sources of this capital. 
It is known that funds have been received from the Export- 
Import Bank of Washington, the Nacional Financiera,** the 
Mexican government, and the earnings of the industry. The 
balance sheet of December 31, 1947, shows capital and sur- 
plus of Pemex amounting to 325.6 million pesos. This figure 
includes the earnings of the organization returned to the busi- 


“2 The estimated investment of working capital is determined as 
follows: Working capital as of December 31, 1947, was approximately 
160 million pesos. The expropriated companies left in the country little 
or no cash or claims to cash, but they left inventories of petroleum 
products, with a value estimated to be between 40 and 80 million pesos, 
and inventories of materials estimated at 30 to 40 million pesos. This 
indicates additions to working capital by Pemex of 40 to 90 million pesos. 

‘S An official long-term credit agency of the Mexican government. 
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ness and the direct and indirect contributions of the federal! 
government. The item “Long Term Debt” (Deuda a Largo 
Plauzo) at that time amounted to 107.9 million pesos. Of this, 
72.4 million pesos was bonded indebtedness, 25.4 million pesos 
in other promissory notes, 6.5 in claims for interned ships 
acquired by Pemex, and 3.5 in foreign obligations frozen by 
the war. In addition to this long term debt, there is an un- 
explained item under the contingent liabilities called ‘“Pro- 
vision for Miscellaneous Obligations” (Provision para creditos 
diversos) amouting to 64.6 million pesos. 

The Annual Reports of the Nacional Financiera indicate 
that at least since 1942, this institution has contributed heavily 
to the petroleum industry. The Annual Reports show that 
in the five years 1943 to 1947 loans amounting to 163 million 
pesos were made. This figure includes 48.5 million pesos 
($10 million) lent by the Export-Import Bank through the 
Nacional Financiera. It is likely that appreciable amounts 
were supplied by the Nacional Financiera in earlier years, 
but data on this are not available. The balance sheet of 
December 31, 1945, indicates that Pemex had long-term debt, 
all owed to Nacional Financiera, amounting to slightly less 
than 59.9 million pesos. Two years later the bonded indebted- 
ness amounted to 72.4 million pesos in two series. Series 
“B,” amounting to 20.6 million pesos, payable in 6 years at 
5.14 per cent interest, was due the Nacional Financiera."* 

It is imposible to separate the sources of capital originating 
in the federal government from those arising from earnings. 
It is known that at the end of 1940 the federal government 
granted Pemex 60 million pesos. In addition, it is probable 
that there were hidden contributions in the form of tax ad- 
justments. At the end of 1947, the federal government held 
the Series “A” bonds, amounting to 51.8 million pesos pay- 
able in 6 years at 3 per cent interest.*®° There is also an un- 
explained balance due the federal government (Gobierno Fed- 
eval, saldo aereedor) amounting to 26.6 million pesos. 


‘4 Antonio Bermudez, “Dictamen Relativo al Estado Financiero de 
Petroleos Mexicanos,” El Economista, January, 1947, p. 442. 
35 Thid. 
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In the report the General Director of Pemex made before 
the Federal Board of Conciliation and Arbitration in the 
“conflict of economic order’ of December, 1946, the account 
due the Export-Import Bank was shown as not included in 
the bonded indebtedness. According to the schedule of repay- 
ments, on December 31, 1947, Pemex would have owed 29.1 
million pesos on the principal of the loan. One cannot de- 
termine from the balance sheet how this account was car- 
ried—one wonders if it is included in the item “Provision for 
Miscellaneous Obligations.” 

Mexican nationals as individual investors have been con- 
spicuously reluctant to commit their capital to the petroleum 
industry directly. Some private capital undoubtedly gets into 
the oil industry through the channels of the Nacional Finan- 
cierva. However, apparently only once since expropriation, 
has a Mexican national shown active interest in engaging in 
the business directly on a significant scale. This was in 1946, 
when a Mexican was awarded a contract for exploring and 
developing a tract in Sinalao; but the contract lapsed. 

The scarcity of capital funds turned Pemex to the United 
States to seek aid. First, Pemex attempted to meet its ex- 
ploratory needs by approaching small American companies 
for the purpose of making contracts for work to be performed 
in Mexico, rather than for cash loans.** Failing in this, 
Pemex attempted to carry out contracts with larger American 
companies that were still acceptable to labor for exploratory 
drilling and cash loans. In April, 1948, a ten-million-dollar 
loan and a coordinated exploratory program was agreed upon 
with the Cities Service Company, and in March, 1949, a second 
contract was made with the Mexican American Independent 
Company.** 

These contracts helped to meet the pressing needs of Pemex 
in the exploratory field, but there were still serious capital 
shortages for the refinery and pipeline programs. Other large 
American companies being unacceptable in Mexico, Pemex 
turned to the United States government with the hope of 


46 Journal of Commerce, September 8, 1947. 
37 Oil and Gas Journal, April 22, 1948 and March 31, 1949. 
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getting as much as 200 million dollars for rehabilitating the 
industry. However, the lengthy negotiations carried on in 
the spring and summer of 1949 finally fell through. The re- 
sult of this rebuff was to turn Mexico to its own financial 
resources, and the General Director confidently asserted that 
the Mexicans would provide their own capital needs. 


In accepting this attitude, Pemex set itself a difficult, but 
not an impossible, task. If the demands of labor could be 
kept within reasonable bounds, it appeared in 1949 that the 
industry under the guidance of the capable hands of General 
Director Antonio Bermtdez might be able to expand slowly 
and prosper. The financial condition of the organization 
up to 1947 had been subject to recurring crises. One basic 
factor contributing to these crises was the fact that the or- 
ganization was not regarded as an ordinary business firm 
which had to show profits. Rather it was considered pri- 
marily as a service organization for the Mexican community, 
but at times the Syndicate of Petroleum Workers had per- 
verted the function of Pemex to their own limited interests. 
3ermudez indicated his recognition of the dual responsibility 
of the organization as a public service institution and as an 
independent, self-sustaining business unit. In applying for a 
loan in Washington, Bermtidez was not seeking succor for a 
dying industry. His action was intended to bring about the 
rapid development of a natural resource that could undoubtedly 
contribute substantially to the developing economy. Without 
the loan, the industry could still develop under capable direc- 
tion, but obviously the pace of development would be much 
slower. 





Justicialismo in Retrospect: 


Failure of the Peronista Timetable 


By DONALD B. EASUM * 


The legislative program of the Perén administration was 
spelled out in the Five Year Plan, announced to the Argen- 
tine Congress in October, 1946, cataloguing the reforms which 
the peronista government hoped to accomplish during its first 
term of office. As Perén had said many times, and with con- 
siderable truth, ““Those who have sat in the President's seat 
have exercised political government but have exercised neither 
economic nor social government.” - The Five Year Plan rep- 
resented the new president’s attempt to make amends for the 
neglect of the past. 


The proposed reforms included such non-economic items as 
woman suffrage and the reorganization of Argentine educa- 
tion. The primary features of the Plan, however, were eco- 
nomic, and designed to speed up and encourage the indus- 
trialization of the country. Particular attention was given 
to the creation of new sources of energy and power, to the 
development of new productive resources, to fisheries and 
reforestation, to immigration and colonization, to irrigation 


* This article is taken from a doctoral dissertation submitted to the 
Department of Politics at Princeton University. The author acknowl- 
edges with appreciation the assistance of a Doherty Fellowship and a 
Penfield Traveling Scholarship which made study possible in Argentina 
in 1951-52. 


1 See Presidencia de la Nacion, Plan de Gobierno, 1947-1951, Tomas 1] 
y II (Buenos Aires, 1946), or Plan Quinquenal de Gobierno del Presidente 
Peron, 1947-1951 (Buenos Aires, Editorial Primicias, 1946). 


“Carl C. Taylor, Rural Life in Argentina (Baton Rouge, 1948), 445. 
See also Juan Peron, Political and Social Situation Prior to the Revolu- 
tion of 1942 (Buenos Aires, 1948). 
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and agricultural experimentation, to public housing and pub- 
lic health, and to the expansion of transportation facilities 
and the regularization of Argentina’s international trade.® 

These objectives were coupled with a drive for what was 
called “economic independence’’—independence for a nation 
whose export economy had been traditionally bound tight to 
European market conditions, a nation which resented its ex- 
cessive dependence on imports from abroad, and which had 
reached prosperity only with the great assistance of outside 
capital and techniques. Thus on October 17, 1949, fourth 
anniversary of the ‘dia de la lealtad” when the workers de- 
manded Per6én’s return from detention on Martin Garcia 
Island, Perén could list the achievements of the campaign for 
an “Argentina for the Argentines’: nationalization of the 
Central Bank and insurance; purchase of the British-owned 
railroads and their properties; purchase of such public serv- 
ices as gas, electricity, telephones, transport, and water; 
purchase of the ports and grain elevators; nationalization of 
the sale of agricultural production; repatriation of the foreign 
debt; “creation” of an Argentine merchant fleet ;* and the re- 
equipment of industry, transport, and ports. “But we have 
acquired much more,” Peron said, “.. . our independence, our 
dignity, our pride.’’® 

Painted, printed, plastered and pasted throughout the re- 
public was the slogan for “la nueva Argentina’—a nation 
“economically free, socially just, politically sovereign.” So- 
cial justice to the peronista rulers meant arbitrarily taking 
away the privileges and pleasures of the oligarchy and dis- 
tributing them among the working classes; it meant the com- 


3 For discussions of the Five Year Plan, see Robert J. Alexander, 
The Peron Era (New York, 1951), 159 ff; Carl C. Taylor, op. cit., 444- 
452; Carleton Beals, Lands of the Dawning Morrow (Indianapolis, 1948), 
154-166; Leonard T. Richmond, Argentina’s Third Position (Buenos 
Aires, 1949), 99-157; and P. Nunez Arca, Perdén, Man of America (Buenos 
Aires, 1950), 60-91. 

4On this point Perén claimed more than his due. The Argentine State 
Merchant Fleet had been inaugurated in 1941. See John L. Hazard, 
“Maritime Development in Argentina in the Past Decade,” Jnter-Ameri- 
can Economic Affairs, Spring, 1951, 48-72. 

» Alexander, op. cit., 155. 
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pulsory grant and acceptance of labor benefits, and the tacit 
understanding that there could be no quarrel with govern- 
ment decision. According to the peronistas, Argentina’s po- 
litical sovereignty had been lost to a conspiracy between the 
Argentine oligarchy and foreign capitalistic imperialism; it 
could be regained only through the achievement of complete 
economic independence and the destruction of such organisms 
as the traditional political parties and the free press, which 
allegedly were traitorously serving foreign interests.° 

The new system was given a new name, justicialismo. Jus- 
ticialismo, Per6én’s invention and his cleverest contribution 
to political science, was to serve as a middle way—or a “third 
position”, as it came to be called—between communismo and 
capitalismo. As such, its appeal and its survival implied an 
attack on both, but capitalism proved a more immediately 
profitable target. Britain became the economic scapegoat, the 
United States the political.‘ 

But the slogans, labels, and ideology might not have pros- 
pered had it not been for the remarkable political partner- 
ship of Peron and his wife, Maria Eva Duarte de Peroén. It 
is quite possible that in her famous championing of the un- 


6 See Defense of Freedom (New York, 1952), by former Editors of 
La Prensa. It is important to remember that while the government’s 
seizure of La Prensa attracted the greatest international attention, for 
nearly a decade the Argentine political administration had been inter- 
fering with the operation of press freedoms. For restriction of Argentine 
newspapers from 1943, see Donald B. Easum, “ ‘La Prensa’ and Freedom 
of the Press in Argentina,” Journalism Quarterly, Spring, 1951, 229-237. 

* One of the most interesting, though carelessly written, descriptions 
of justicialismo, is found in Harry Bernstein, Modern and Contemporary 
Latin America (New York, 1952), Chapter 16, 289-304. For an unsym- 
pathetic view, see German Arciniegas, The State of Latin America (New 
York, 1952), especially the chapter entitled, “Perén’s Justicialism Is 
Fascism,” 62-78. <A friendly analysis by a self-styled “man of the com- 
mon people” is made by Raul A. Mende, El justicialismo, doctrina y 
realidad peronista (Buenos Aires, ALEA, 1950). A more theoretical 
treatment is given by Julio Claudio Otero, Ensayo sobre doctrina jus- 
ticialista (Buenos Aires, Belgrano, 1950). Perén’s own explanation of 
his political system is contained in Doctrina peronista: Perén expone su 
doctrina (Buenos Aires, 1949), a compilation of speeches and writings 
of Perén, edited and published by the Subsecretaria de Informaciones. 
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derprivileged, Evita, or “little Eva”, was driven no more by 
sympathy for others than by an unbridled psychological com- 
pulsion to avenge her own initial lack of privilege. Be that 
as it may, while her husband tried hard to keep the support 
of an army which squirmed to see a woman achieve such 
power over the administration of the nation, Evita was using 
all the resources of her personality to become the Cinderella 
of the masses and mobilize them, especially the women, in 
unthinking devotion to Perén and the general objectives of 
his government.* 

It has been said that Evita was the more powerful member 
of the Perén-Evita partnership, that she in fact dominated 
her husband and made him little more than a yes-man. It is 
true that her predilection for arbitrary action contrasted 
sharply with a cautious streak in Perén’s personality. Perén 
is skilled in the art of opportune compromise; Evita was too 
unstable to appreciate its value, and too relentless to use it 
anyway. It is nonetheless probable that Perdén used his wife 
while letting her believe she was using him. Peroén, a more 
clever and complicated person than Evita, understood her 
better than she did him. He knew her to be acquisitive and 
domineering, calculating and vindictive. And he knew her 
supreme egoism. At the same time, recognizing her bound- 
less energy and amazing capacity to drive herself, he realized 
how great a political asset she could be.” 


8 Maria Flores, an Anglo-Argentine who has for some time resided 
in the United States but who revisited Argentina in 1951, has recently 
written an able biography of Eva Peron: The Woman with the Whip 
(New York, 1952). Propaganda materials about Eva Perén published 
and distributed by the Subsecretaria de Informaciones included Eva 
Peron: Su palabra, su pensamiento, su accidn (1949), Eva Peron, Mi 
obra de ayuda social (1949), Escribe Eva Peron (1950), and Eva Peron 
and Her Social Work (1950). Evita’s own book, La razén de mi vida 
(Buenos Aires, Peuser, 1951), is not a biography, but rather an embar- 
rassingly wordy explanation of the philosophy and principles moti- 
vating her actions since 1945. 

* Bloody Precedent: The Perén Story (New York, 1952), by Fleur 
Cowles, is an interesting attempt to compare the Rosas dictatorship of 
the 1830’s with the regime of the Peréns. Mrs. Cowles’ work has an 
emotional and anti-Perén orientation which prevents it from being objec- 
tive with regard to the accomplishments of the peronista administration. 
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While Perén was perhaps at times overshadowed on 
the public scene by the histrionics of his wife, he had suc- 
ceeded in capturing the imagination of the Argentine prole- 
tariat as a politician before she did so as first lady. Although 
in five brilliant breath-taking years she shattered centuries 
of Latin tradition, although she narrowly missed becoming 
Vice-president of a nation whose women had never before 
1947 cast a single vote, much less known the true meaning of 
political rights—despite all this, Dona Eva’s success was pos- 
sible only against the background of her husband’s. 

The genius of Perén’s political sense was further displayed 
in the handling of public opinion following Evita’s death on 
July 26, 1952. National grief was at first permitted all the 
orgiastic excesses of Latin mourning. Then, lest the myth 
outrun those who remained to manipulate it, the attention of 
the nation was directed elsewhere, while Perén returned to 
the job of making certain that his political fences—primarily 
the army and the General Confederation of Labor—would 
stay in good repair. 


The peronista program for the new Argentina was initi- 
ated with the full support of a captive press. It proposed re- 
forms that were long overdue, and marked the first genuine 
attempt at rationalizing the Argentine economic system. 

On paper the plan looked good. But its promise was not 
fulfilled. Six years later Argentina was in the grip of a severe 
inflation. The general cost of living had increased fivefold 
from 1943 to January of 1952.'° Perén himself estimated in 
December, 1951, that the cost of living had risen 150% in 
the last two years.'' Salary and wage changes in some fields 
had matched or even exceeded these increases, but in many 
others they had not.'* The retail sales index had risen from 
a base of 100 in 1939 to 132 in 1943 and to 613 by 1950.'* The 


10 Ministerio de Asuntos Técnicos, Sintesis estadistica mensual, Jan- 
uary, 1952, 16. 

11 La Nacion, December 29, 1951. 

12 See Sintesis estadistica mensual, January, 1952, op. cit. 

13 The Situation in Argentina, December 28, 1951, newsletter of the 
First National Bank of Boston, Buenos Aires branch. 
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population of Argentina had increased from 14,999,050 in 
1943 to 17,424,926 in 1950.'' But during the same period the 
total volume of Argentine production had risen from an index 
of 100 to an index of only 143.'° 

Imports had outrun exports. Sterling and gold were scarce 
and dollars scarcer. Industry was severely hampered by 
shortages of critical materials. The national transport sys- 
tem was in critical need of maintenance and replacements. 
Far from having achieved self-sufficiency in coal, iron, and 
oil—one of Perén’s favorite promises—imports of iron and 
oil averaged 25° of total Argentine import values from 1947 
to 1950." In August, 1951, imports of iron, coal, and oil were 
the top three Argentine imports by peso value, their total 
value being four times as great as that of their nearest com- 
petitor, “machines and motors’”’.'* So that Argentina’s scanty 
supply of foreign currencies could be reserved for only the 
most important imports, import and exchange controls had to 
be made more rigid. But many of the basic national services 
—like the power stations, the railways, and the trams—still 
suffered from their inability to purchase the necessary re- 
placements and new equipment.’ 

This economic malaise had inevitable political consequences 
for the government. Labor was restive, and strikes had to be 
broken, as in the case of the railway workers’ protest in Janu- 
ary, 1952, by the most repressive tactics yet used by the 
peronista regime against labor. Nor could the administra- 
tion silence the courageous political opposition of the Unidn 
Civica Radical, or Radical party, under the leadership of 


14 Sintesis, ibid. 

1 The Situation in Argentina, op. cit. 

16 Computed by the author from Sintesis, ibid. Figures used were 
taken from the categories labeled “hierro y sus artefactos” and ‘‘com- 
bustibles y lubricantes.” 


17 The Situation in Argentina, ibid. 


'S See Felix J. Weil, “Can Peron Be Bought?”, Inter-American Eco- 
nomic Affairs, Autumn, 1950, 27-36, for a discussion of the $125 million 
United States credit to Argentina in May, 1950, to enable Argentine 
importers to pay off accumulated debts for dollar purchases. 
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Ricardo Balbin and Arturo Frondizi. Despite official inter- 
ference and intimidation which made public opposition to the 
government almost impossible, the UCR did its ingenious best 
to campaign against the peronistas in the election of Novem- 
ber, 1951, and managed to win a remarkable 33° of the popu- 
lar vote. When the author left Argentina in May, 1952, the 
Radicals were still sniping at the government with their 
clandestinely and sporadically published papers, El Ciuda- 
dano and Adelante, occasionally joined and assisted by the 
Socialists and their Nuevas Bases. 

By early 1952, his reelection successfully accomplished, 
Peron finally admitted that Argentina was faced with severe 
economic difficulties. He exhorted the Argentine people to 
work harder, produce more, and waste less. He claimed to 
have found garbage cans filled with edible food on his early 
morning inspection tours of the city. Argentines would be 
asked, he said in February, to go without meat one day a 
week, thus facilitating the filling of export contracts." 

But Per6én’s coup de grace in the belated attempt to put jus- 
tictalismo back on schedule economically was the so-called Eva 
Peron Plan, a twelve-point scheme for the agricultural sector 
of the Argentine economy. Posters advertising the program 
appeared overnight on Buenos Aires walls, showing Evita in 
rainbow colors leaning out of a billowing cloud over the 
pampas—like Michelangelo’s God—and handing down to an 
eager young farm couple her formula for success on the farm. 


Where had Peroén’s program gone wrong? What had 
brought about the economic crisis with which the country was 
threatened as Perén took office for his second term of six years 
—hbarring accident—as president of Argentina? Why all the 
official fuss over the Eva Perén Plan? The answer is found 
by looking at Argentine agriculture and livestock, the tra- 
ditional money earners of the Argentine economy. The 


19 See Consejo Econdmico Nacional, Plan Econdémico de 1952, Buenos 
Aires, 1952. 

“0 Alexander, 157-159. In 1952 the official exchange was 
pesos to a dollar. 
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peronista planners spent money, but they seemed to forget 
that they had also to pay attention to earning money. 

In September, 1946, the Argentine government bought the 
nation’s telephone system, a subsidiary of the North-Amer- 
ican-owned International Telephone and Telegraph Company, 
for the sum of $94,991,364. In February, 1948, the Andes 
Agreement with Britian completed the negotiations for Ar- 
gentina’s purchase of the British-owned railroads, covering 
some 27,000 miles of track. Argentina paid £150,000,000. 
Further giant spending went to repurchase Argentina’s for- 
eign debt of 12,500,000,000 pesos.*’ Still more was devoted 
to public works and other internal government expenditure. 
Meanwhile, dollar imports from the United States expanded 
at such an incredible rate that for the years 1946, 1947, and 
1948 they averaged 37‘: of Argentina’s total import value.*! 

The government tried to make agriculture finance this 
spending program apparently without realizing that such an 
objective would require the considerable expansion of agri- 
cultural and livestock production. Such an expansion was 
easily possible when Perén took office in 1946. His failure 
to achieve it must be considered the gravest inadequacy of 
his administration. 


Per6én did not set out consciously to destroy the livelihood 
of the landowners. They constituted his bitterest political 
opposition, of course, and stood to lose the most from his pro- 
gram of industrialization. It was natural that some of them 
should have thought this his purpose. The fact of the matter, 
however, seems simply to be that Perén concentrated too 
heavily on the industrial and labor sections of the Five Year 
Plan, without realizing what effect this would have on the 
farm sector of the economy. A report on Argentine national 
production by the Economic Commission for Latin America 
made the following pertinent observation: 


Half the production (Argentina’s national product) is 
now accounted for by industry. Until 1945, the shift to 


-1 Computed by the author from official statistics in Comments on 
Argentine Trade, July, 1951, 83, monthly publication of the U. S. Cham- 
ber of Commerce in Buenos Aires. 
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industry was the result of the expansion of manufacturing 

activity. In the postwar period, however, the relative in- 

crease is due rather to a greater decline in agriculture and 

livestock production, which in 1950 was below the 1935 

level.” *2 

Attempting to revise an economic system by government 
action is dangerous business for amateurs, and Peron had in 
one way or another alienated most of the economic experts 
who might have given him better advice. This has been a 
phase of postwar Argentine developments that has under- 
standably received the “silent treatment” in Argentina. Un- 
fortunately, Perén’s most important failure was similarly 
neglected by most foreign observers. 

Briefly put, Perén’s mistake was to assume that agricul- 
ture would take eare of itself while the government devoted 
its attention to industrialization. The agricultural depres- 
sion which resulted contrasted strikingly with Perén’s mo- 
notonous boasts of increased agricultural production. For 
the first few years of Perén’s administration, a virtual black- 
out on economic statistics made it difficult for anyone to argue 
with his extravagant claims. Reliable information has more 
recently appeared, however, which clearly refutes official 
statement. Perén’s excuse for whatever economic difficulties 
he has been willing to admit has generally been that they 
were caused by external factors over which Argentina had 
no control. These factors included the drought of 1950-51, 
the disappointingly meager demand for Argentine goods cre- 
ated by “off-shore” Marshall Plan purchases, and Britain’s 
sudden decision to make sterling inconvertible. More directly 
at fault than the elements, the United States, or Britain, 
however, were the economic policies of the Argentine gov- 
ernment. 


Only by record exports of farm produce could Argentina 
have hoped to finance her high level of postwar spending. 
From 1946 through the first six months of 1951 cereals, lin- 
seed, and meats constituted 48% of Argentina’s total exports 


*2 ECLA report quoted by Comments on Argentine Trade, September, 
1951, 29. 
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by value.“? Far from keeping pace with increased internal 
consumption resulting from an expanding population and a 
rising standard of living, production of these export essen- 
tials actually fell far behind. The table below shows what 
happened in the production and export of meats. There was 
little internal consumption increase in the case of mutton and 
pork, but both production and export of sheep and hogs 
dropped sharply between 1943 and 1948. Exports of beef, 
the greatest money-earning meat export, increased consid- 
erably between 1934 and 1943, but had fallen off markedly 
by 1948 when increased production was absorbed by increased 
internal consumption.*+ 


PRODUCTION, EXPORT, AND CONSUMPTION OF LIVESTOCK, 


1934 to 1948 
In millions of heads 


CATTLE 
Total Export Consume 
1934 : ; ‘ 6.0 1.8 4.2 
1939 : ; 7.4 2.5 4.9 
a hk te : 6.7 2.3 4.4 
1948’ wh : 8.6 1.8 6.8 
SHEEP 
Total Export Consume 
1934 = ; ; 6.4 3.5 2.9 
1939 ‘ tel 3.9 3:7 
1943 : gg 11.9 8.7 3.2 
ic a ee 8.9 5.7 oul 
Hocs 
Total Export Conswine 
1934 a = ‘ 1.4 4 1.0 
Ly ce ae : Le oO 2 
Bp ebe5o ee , sind : 3.5 1.6 19S 
1948* Becta es 1.3 PR; 1.0 


* 1948 figures provisional. 


Source: Ministerio de Asuntos Técnicos, Anuario Estadistica de la 
Republica Argentina, 1948 (Buenos Aires, 1951), 408. 

=> Computed from Sintesis estadistica mensual, ibid. 

“4 Even in 1936 per capita consumption of beef, lamb, and mutton in 
Argentina was 137 kilograms annually, while the United States con- 
sumed only sixty kilograms and the United Kingdom forty-eight. George 
Soule, David Efron, and Norman T. Ness, Latin America in the Future 
World (New York, 1945), Appendix, Table 6. 
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Provisional figures for 1950 given by the Ministerio de 
Asuntos Técnicos indicated that beef and pork exports had 
not increased over their low totals for 1948, and mutton ship- 
ments had declined by 50% .*° 

Even more clearly the production of grains failed to meet 
the requirements of greater internal and export demand. The 
table below shows the effect of peronista policies on areas sown 
and production of the three principal export grains, wheat 
(trigo), corn (maiz), and linseed (lino). In 1952, for the 
first time in history, Argentina had to import wheat from 
Canada. This revolutionary necessity was by no means due 
entirely to the recent drought. 

These figures show that while from 1930 to 1945 annual 
wheat production averaged 6.4 million tons, the annual aver- 
age dropped to 5.3 million tons for the peronista harvests 
from 1945 to 1951. Over the same periods the annual aver- 
age of corn production declined from 7.6 million tons to 3.6 
million. The production average for linseed fell from 1.6 
million tons to .8 million. The statistics on areas sown fo these 
three most important crops contradict Per6én’s alibi that pro- 
duction decreases were brought about by unfavorable weather 
conditions. From 1930 to 1945 the annual average of wheat 
sowings was 7.4 million hectares; for the years from 1945 to 
1951 the average was 6.1 million hectares.*° Corn sowings 
averaged 5.8 million hectares from 1930 to 1945; the annual 
average had shrunk to 3.0 million for the period, 1945-1951. 
The annual average of linseed sowings for the fifteen year 
period preceding Per6én’s attempt to reorganize the Argen- 
tine economy was 2.9 million hectares; from 1945 to 1951 that 


average was 1.5 million." 


=> Sintesis estadistica mensual, May, 1951, 568. 

“6 One hectare equals approximately two and one-half acres. 

“7 Averages computed by the author from bolsa de cereales figures. 
These figures were consulted in the offices of the U. S. Chamber of Com- 
merce in Buenos Aires, and have been used by several North American 
journalists in Argentina to prove official manipulation of agricultural 


statistics for the purpose of showing production increases under peronista 
management. 
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; SOWINGS AND PRODUCTION OF WHEAT, CORN, AND LINSEED, 
1 1909 to 1951 
_ In millions 
Year Hectares sown 
(Annual Average) Wheat Corn Linseed 
; 1909/10-1914/15 6.5 3.6 3.3 
. 1915/16-1919/20 6.8 3.5 1.5 
n 1920/21-1924/25 6.5 3.5 2.0 
t 1925/26-1929/30 8.2 4.7 2.8 
1930/31-1934/35 7.8 6.2 ol 
1935/36-1939/40 7.6 6.4 3.0 
” 1940/41 7.1 6.1 2.9 
sd 1941/42 73 5.0 2.7 
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No other crops show acreage increases to match the de- 
cline of the “big three”. The only substantially expanded 
sowings have been of sunflower seed (girasol). But even 
when they are included, total sowings of wheat, corn, linseed, 
and sunflower seed for 1949 amounted to a 32% reduction 
over sowings of these same grains from 1935-36 to 1939-40.°5 
What has happened is that land has gone out of production. 
This would have been serious enough if the total arable land 
had been under cultivation, and only the marginal producing 
areas dropped out. This was not the case, however. Of Ar- 
gentina’s total area of 281,362,700 hectares, only about 30,- 
000,000 or 11% have been in crop production. 115,152,600 
hectares or 41% have been in meadows and pastures.*" In 
1943 the Argentine Ministry of Agriculture made a survey 
which indicated that by reducing the area of grazing lands 
from 41% to 31% of total Argentine area, lands devoted to 
crop production could be expanded from 11% to 18% of total 
area.*” With the careful application of scientific methods this 
could presumably be done without any decrease in livestock 
production. If more intensive land use were impossible in 
some areas, new lands could be found and developed for live- 
stock. 


Why had land gone out of production, when sound agricul- 
tural practice and the viability of the Argentine economy de- 
mand that Argentina produce more rather than less of her 
principal money-earning crops? Background for the answer 
is found in the fact that from 1914 to 1940 Argentina’s farm 
population was virtually standing still, while the industrial 


“8 Horacio Giberti, “Vicissitudes of Argentine Farming During Past 
Twenty Years,” Comments on Argentine Trade, August, 1950, 13-18. 
For the minor effect of increased plantings to 1942 of other industrial 
plants like cotton and sugar, see General Motors, S. A., Economic 
Survey of Argentina (Buenos Aires, 1943). 


29 Food and Agricultural Organization of the United Nations, Ycar- 
book of Food and Agricultural Statistics, 1948, Vol. I, Production 
(Washington, 1949), 182-183. 


30 Economic Survey of Argentina, op. cit. 
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labor and middle classes were doubling in size.*' Professor 
Bunge’s estimate for 1940 gave 3,450,000 persons employed 
in industry, and only 1,050,000 in agriculture and the raising 
of livestock. 

Another way of viewing the shift of Argentine economic 
emphasis from farming to industry is to compare production 
figures. This was done ina report issued in 1951 by the Eco- 
nomic Commission for Latin America Its computations indi- 
cated that from 1935 to 1950 the quantum of farm production 
changed ver ylittle, while the quantum of industrial produc- 
tion doubled. In millions of pesos at 1935 prices, the quantum 
of farm production amounted to 2,030 in 1935, 2,100 in 1940, 
2,160 in 1945, and 1,992 in 1950. On the other hand, the 
quantum of industrial production increased from 1,251 in 1935, 
to 1,730 in 1940, to 2,306 in 1945, and to 2,449 in 1950.°* In 
1935 agricultural and livestock production accounted for 
57.1% of total Argentine production values; industry ac- 
counted for 35.1°°. By 1950 the former had decreased to 
40.8%, the latter had risen to 49.5% ."* 

Although official statistics are understandably not available, 
during and since the war the migration of farm labor to the 
cities has been vastly accelerated. Almost overnight the 
metropoli like Mar del Plata, Bahia Blanca, Cérdoba, Rosario, 
and above all Buenos Aires have been flooded with rural peo- 
ple seeking the benefits of industrial employment and the ex- 
citement of urban living. Worried speculation about the 
depopulation of the “camp” (common translation of campo) 
was common talk in Buenos Aires in 1952, where the popu- 
lation of the city and suburbs had swelled to well over four 
million. Even the immigration laws were revised to try to 
keep newcomers out of the cities. 

The drain of the urban on the rural areas is of course a 
common phenomenon as a country moves away from farming 
and toward industry as its major economic activity. The 


‘1 Alejandro E. Bunge, Una nueva Argentina (Buenos Aires, Edi- 
torial Kraft, 1940), 165. 


32 See Comments on Argentine Trade, September, 1951, 29. 
33 Tbid. 
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trouble in Argentina was not so much that landowners could 
no longer find manpower to do their work, but that a com- 
bination of circumstances prevented them from replacing 
human labor with machines. Much of the blame for these 
circumstances must be attributed to peronista mismanage- 
ment, unconscious but nonetheless destructive, of the Argen- 
tine economy. 


In the first place, postwar inflation was disastrous for the 
Argentine farmér. It should be remembered that the gov- 
ernment made little effective attempt to control the inflation, 
in spite of a system of price and rent control, and that the 
administration’s spending policies were in fact a direct con- 
tribution to it. The farmer’s costs of production rose more 
rapidly than his income. Argentine agricultural economist 
Horacio Giberti, in a study commissioned by the Review of 
the River Plate, wrote that while the farmer’s cost of produc- 
tion for wheat, corn, and linseed rose only 41° from 1930 
to 1944, it rose 162°: in the six years that followed, from 
1944 to 1950.** In the meantime the government had taken 
over the purchase and sale of agricultural and livestock pro- 
duce with the creation in 1946 of the Instituto Argentino de 
Produccién e Intercambio, better known as JAPI. JAPI, the 
farmers complained, sold Argentine grain exports at three 
times the price for which it bought them from the growers, 
and these prices were in no way equal to the compensation 
the farmer had received when the sale of his produce was in 
private hands. 

According to Per6én’s enemies, the government used these 
“dishonest” profits to buy radios for families of government 
officials and to import at ridiculously inflated prices jeeps and 
tractors that soon proved unserviceable anyway.*” How many 
of the charges of corruption and graft in JAPI/ were true is 
impossible to ascertain, since the organization, much like 
Evita’s welfare fund, kept no accounts. Whatever the pos- 
sible exaggerations, it seems definite that API contributed to 


34 Giberti, loc. cit. It may be assumed that his other expenses rose 
much more. 


3° Alexander, 150-151. 
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agricultural decline. Its pricing policies were too rigid. When 
announced early, purchase prices would not be modified to 
meet rises in production costs by harvest time; in other in- 
stances, the announcement of long-term policy was delayed 
for so long that farmers had no idea what they could count 
on and were at a loss in planning future sowings.*® 

With the purchasing power of his postwar peso steadily 
declining, the farmer found it increasingly difficult to mecha- 
nize his operations—and at precisely the time when labor 
losses to the cities made such additional mechanization im- 
perative. The Economic Commission for Latin America 
estimated that whereas forty-seven tons of grain would buy 
a tractor in 1928, and sixty-seven tons in 1937, the Argentine 
farmer needed 193 tons to buy one in 1950.°* In January, 
1952, a British expert on Argentine farming told the author: 
“In the United States you can buy a tractor for four steers; in 
Britain vou can get one for five steers; in Argentina today 
it takes a whole trainload.” Even if the farmer happened 
to have the pesos to buy the machinery he needed, he would 
probably have to make liberal use of the bribe—or be an extra 
good peronista—before he received what he wanted. 

The shortsightedness of the Argentine government with re- 
gard to the importation of farm machinery seems incredible. 
And yet the facts speak for themselves. In 1948 only 33,000 
tractors were in use on Argentine farms."* According to the 
Review of the River Plate, England has 300,000 currently in 
use.** The U. S. Embassy in Buenos Aires estimated that 
while there was one tractor for every 124 acres of land under 
cultivation in the United States, Argentina had only one trac- 
tor for every 1863 acres. These 33,000 tractors became even 
less significant with the consideration that 14,500 of them, 
or 44‘7, had been imported prior to 1935 and probably needed 





36 See Subsecretaria de Informaciones, Peron habla a los ganadcros, 


June 7, 1950, Buenos Aires. 


87 Giberti, “Argentine Tractor Requirements,” Comments on Argen- 
tine Trade, September, 1951, 20. 

88 Giberti, ibid., 17. The tractor is considered a valid indicator of 
Argentine mechanization in general. 

“% Review of the River Plate, December 7, 1951. 
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replacement.*? Several thousand of the most recently im- 
ported machines had proved almost worthless. Late in 1951 
the U. S. Embassy said that Argentina had critical need of at 
least 20,000 new tractors, but that shortage of exchange would 
limit the government’s purchases to 5,000. 


* 


Thus it was that the Five Year Plan bogged down in the 
Argentine “camp”. In summary, the major factors produc- 
ing the highly unfortunate decline of the farm economy were 
drought, increased internal consumption, loss of labor to the 
lure of the cities, difficulties in increasing the level of mech- 
anization, failure of farm income to keep up with increased 
costs of production and marketing, transport shortages for 
farm produce, and the fumbling of JAPI.*! 

Argentina could well learn a lesson from certain features 
of land-use policy in the United States. Water conservation 
and anti-soil-erosion practices have enjoyed little popularity 
with the Argentine farmer; crop rotation methods and fer- 
tilizers are rarely used, and scientific soils testing is generally 
unknown. The Ministry of Agriculture lacks propaganda 
techniques, and has nothing comparable with the North Amer- 
ican county-agent system. Its few experimental stations have 
little liaison with the farmer, especially with the small-scale 
enterpriser. Floods take annual toll of lives and property, 
and the Parana river system, one of the world’s greatest, re- 
mains as much master as servant of the hundreds of thousands 
who live in its wide valleys or on its vast flat plateaus. 

Per6én has made political capital out of a campaign promise 
to divide the large estates and parcel out small landholdings 
for the agricultural proletariat. According to the agricul- 
tural census of 1937, only 34.9% of Argentina’s 452,007 farms, 
ranches, and haciendas were worked by or for their owners. 


40 Giberti, “Argentine Tractor Requirements,” ioc. cit. 

41 Occasionally the non-peronista press managed to penetrate official 
propaganda to draw some attention to the plight of the farmer. Two 
such editorials appeared in the Buenos Aires Herald (February 5, 1952) 
and La Nacion (February 6, 1952) upon the announcement of the 
inauguration of the weekly meatless day. 
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The other 65.1% of such establishments were worked by 
tenants or sharecroppers. In the early 1930's properties of 
1,000 hectares (2,500 acres) or more were said to comprise 
68°, 67%, and 52% respectively of the total land in Buenos 
Aires, Santa Fe, and Cérdoba provinces. In the province of 
Entre Rios properties of 2,000 hectares or more amounted to 
40°: of total land area. In the Territory of Misiones, 251 
large farmers owned 54% of total acreage.*- 

“Land for the landless,’ Per6én said; ‘‘Give the land to the 
one who cultivates it.” To say that Perén has made greater 
progress in this direction than his predecessors is to damn 
with faint praise. While the peronista can claim considerable 
advances in the field of rural social and labor legislation, the 
execution of their divide-the-land program has been both 
quixotic and erratic. Some large estates have been expro- 
priated, but the objectives have been as often political as eco- 
nomic—as when the government took over the immense land- 
holdings of Robustiano Patrén Costas, President Castillo’s 
choice as his successor in 1943, or the Salta plantation of David 
Michel Torino, publisher of El Intransigente, “‘the most out- 
spoken newspaper in rural Argentina”’.*® 

A valid attack on the landholding system would presumably 
require careful study to determine what constitutes the most 
efficient farm unit under various conditions, with special at- 
tention to the availability of labor, the most effective utili- 
zation of mechanization, the optimum size of the unit, and the 
conservation and replenishment of natural resources. Until 
such a national official approach is adopted, no intelligent 
revision of Argentina’s farm economy can be expected. Nor 
is it probable that Argentina will ever cease to be an under- 
populated nation without a realistic program of land reform. 

The effects of the deficiencies of the postwar Argentine 
farm economy could of course not be confined to the farm 
itself. Despite increased industrialization, general Argentine 
prosperity still depends on what happens to Argentine agri- 
cultural and livestock production. Thus the difficulties con- 


42 Alexander, 142-143. 


43 New York Times, July 19, 1949. 
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fronting the farmer have seriously embarrassed Per6on’s in- 
dustrialization program, and have taken the teeth out of any 
schemes he might have had for military aggression or eco- 
nomic imperialism directed against neighboring nations. 
They have given the opposition an issue of considerable po- 
litical usefulness. Finally, they have produced changes— 
some temporary, some long-run—in Argentina’s economic ties 
with Britain and with the United States. 





Economic Theory and the Theory 


Of Economic Development 


By ELGIN WILLIAMS “* 


The subject-matter of economics is the allocation of re- 
sources, their use in production, distribution, and consumption. 
The circular flow of commodities and income is described, the 
lever-ending continuity of production-consumption-produc- 
tion-consumption. To this picture the theory of economic 
development adds an historical dimension. The flow of eco- 
nomic activity, it emphasizes, is not so much circular (except 
for very small time-periods) as unilinear. At different times 
this directional flow may be described as cumulative, erosive, 
almost, at times, as geological in its massive sweep. But, 
whatever its character, the important point is that the alloca- 
tion of resources itself changes these resources. Consumption 
is itself productive of new economic forms; people not only 
use goods but the goods, so to speak, use people. 

To put this another way, none of the categories assumed 
separate by economic theory is in fact separate. How goods 
are distributed determines what goods are made, the what 
changes the why, and the for whom the how. Only the 
metaphor of a flow of static goods moving from static firms 
to static consumers where they disappear in traceless con- 
sumption prevents recognition that an economy is an active 
group of culture-bearers doing things, and that the conse- 
quence of this activity is to change the economy. 

The policy problem of economics proper is the maximization 
of income, or the optimum allocation of resources. But we 
must recognize that “income” is an event, that each allocation 
ot resources is an historical foray, and that each act of pro- 
duction or consumption is an assault in the conquest of culture. 


*Dr. Williams is assistant professor of economics and sociology at 
North Texas State College. 
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If we recognize these facts the way to integration with the 
theory of economic development is clear. For the policy prob- 
lem of economic development coincides with that of economics 
proper with a directional dimension added. It may be stated 
as the maximization of orderly social change, or, to speak cum- 
bersomely, the optimalization of conscious history and the 
minimization of drift. 


Cumulative Sequence ys. Circular Flow. All that is needed 
to make economics synonymous with the theory of economic 
development is the generalization to cover the whole economic 
map of principles applied already in some areas. It is gen- 
erally recognized, for example, that technology is permanent 
revolution.! This means that the outcome of production- 
processes is not just goods but new production-processes. 
The use of machines produces new machines. Every act of 
production is a scientific experiment, and the result is that 
the body of know-how does not remain unchanged from one 
day to the next. The economist, like most people, has tended 
to focus on the goods coming off the assembly lines; but equally 
important are the ideas and inventions which spring into the 
consciousness of those handling and studying the assembly 
lines. 

Professor Norbert Wiener has dramatized this cumulative 
character of production by talking of “generations” of lathes. 
All lathes are produced by other lathes, and the most modern 
ball turret monsters stem by direct descent, through a series 
of generations which can be traced, from the wooden toys of 
the eighteenth century.- 

History abounds with other examples. Probably the most 
important product of the New England shipyards of the seven- 
teenth and eighteenth centuries was not ships but that accu- 
mulation of engineering and scientific know-how which made 
New England an industrial center in the nineteenth. Simi- 
larly the growth of the railroad and steamboat industries 
during the American westward movement created not only 


1 This particularly apt formulation of an accepted principle is from 
Carl Dreher, The Coming Showdown (New York, 1942), p. 1. 
2 Norbert Wiener, The Human Use of Human Beings (Boston, 1950). 
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current “utilities” in the form of freight and passenger move- 
ment but also inexorably concentrated a fund of mechanical 
skill which was to produce electrical and internal-combustion 
America. The same kind of production continuity charac- 
terizes the whole of Western history which led up to American 
history, from the river valley civilizations to Greece to Rome 
to Western Europe to England, and if there was one thing 
all this economic activity was not, it was not a circular flow. 


Institutional Cumulative Sequence. All students also recog- 
nize that at least some institutional developments are also 
unilinear in their impact, that what happens “within” an insti- 
tutional framework changes the very framework. The most 
obvious example is the change wrought in institutions by 
severe inflations and depressions. But all economic acts pos- 
sess the same directional force. This is what J. M. Keynes 
was getting at when he said that “the battle of socialism 
against unlimited private profits is being won in detail hour 
by hour.’ 

The Editors of Fortune, those Boswells of economic develop- 
ment, are so impressed with this dynamic character of eco- 
nomic decision that they have lately chosen to describe it with 
the phrase used by Carl] Dreher to identify technology: the 
U. S. A., they say, is permanent revolution. Its principal 
institution is institutionalized change, the one bedrock of its 
Constitution the amendment clause. The result is a society 
as accustomed to obsolescence in its folkways as it is in its 
automobiles.t The Editors may be over-sanguine in its esti- 
mate of the progressive nature of the cumulative social change 
evident in America. But even their bitterest critics, those 
who see the U. S. A. on a one-way trip to the militaristic or 
warfare state, agree that day-to-day decisions alter the frame- 
work in which they are taken, that in institutions as in tech- 
nology circular flow knows no place. 


% Quoted by Walter Lippman, A Preface to Morals (New York, 1929), 
p. 258. 

4“The U. S. A.: Permanent Revolution,” the February 1951 issue of 
Fortune. 








54 INTER-AMERICAN ECONOMIC AFFAIRS 


Not even personality is insulated from the impact of eco- 
nomic development. The most famous description is Veblen’s 
“cultural incidence of the machine process.” Veblen argued 
that work with machines tends to change habits of thinking, 
for “the machine technology takes no cognizance of conven- 
tionally established rules of precedence; it knows neither man- 
ners nor breeding and can make no use of any of the attributes 
of worth.”® As more and more nations are drawn into the 
orbit of industrialism, the impersonal discipline “falls upon 
ever widening classes of the population, resulting in an ever 
weakening sense of conviction, allegiance, or piety toward the 
received institutions.”® “The natural right of property no 
longer means as much to them as it once did.’”’? And this is 
not all. “What is called the trade-union spirit” is also a con- 
comitant of industry “‘organized after the manner of a machine 
process.”’® The upshot is that “‘socialistic disaffection is wide- 
spread among the advanced industrial peoples,” and these 
peoples re-make the established systems of economic organiza- 
tion, “endeavoring, however crudely and blindly, under the 
compulsion of the machine process, to construct an institu- 
tional scheme on the lines imposed by the new exigencies 
given by the machine process.’’® 

Economic development thus, in Veblen’s view, makes people 
more rational, and it provides them, in the logic and discipline 
of the machines process, a canon of reason on which to model 
their institutional reform. More numerous have been those 
students who find that mechanical work destroys intelligence, 
reducing the individual to an automaton. We need not decide 
this issue here to see that economics as it comes under the 
influence of the development point of view is in for profound 
modification. For all evidence points to work doing men as 
well as men doing work, as has been traditionally assumed. 
What men produce, and how, changes them just as surely as 


> Thorstein Veblen, The Theory of Business Enterprise (New York, 
1904), p. 311. 

6 Tbid., p. 324. 

7 [bid., p. 327. 

8 [bid., p. 327. 

9 Ibid., pp. 336-7. 
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what they consume. Again our picture of circular flow must 
be revised: to keep a similar figure, we may say that if pro- 
duction and consumption are liquid, they are of the nature of 
acids rather than water—corroding old institutions and pre- 
cipitating new habits of thought as they flow. 


Cumulative Disorder. The patterns of sequence discussed 
in the preceding two sections are unilinear, showing progress 
or growth of a directional nature. There are also, of course, 
patterned breakdowns of cumulative character, and again 
their recognition and integration into the body of economic 
theory will call for large revisions of that theory. 

The most important pattern of this kind is that now too 
frequently and tragically observed, the destruction of demo- 
cratic institutions by economic collapse. No longer can it be 
assumed that production and employment naturally go down 
and then naturally come up again, or that they swing like a 
pendulum. For the downward oscillation tends to. go right 
through the cellar, so to speak, and the house is never the same 
again. Depression is followed not by prosperity, but by revo- 
lution, war, totalitarianism, by any number of not opposite 
events but of events which add up to cumulative disorder of 
a sort never envisaged by a theory which separates economics 
and politics, and in so doing neglects the developmental char- 
acter of economic activity itself. 

J. M. Keynes has focussed on a particular aspect of cumu- 
lative disorder, and his very language is indicative of the 
impossibility of explanation in terms of circular flow and 
equilibrium: 


... The problem of providing that new capital-investment 
shall always outrun capital-disinvestment sufficiently to fill 
the gap between net income and consumption presents a 
problem which is increasingly difficult as capital increases. 
... Each time we secure today’s equilibrium by increased 
investments we are aggravating the difficulty of securing 
equilibrium tomorrow,’ 


Just as the quotation from Keynes suggests the superiority 
of cumulative-sequence over circular-flow analysis, so Key- 


19General Theory, p. 105. Italics added. 
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nesian control policies suggest the form in which a new inte- 
grated theory might be cast. In the activities of that new 
breed styled “national income economists” is shadowed forth 
the programmatic unification of economic development theory 
and economics proper. 


The Role of National Income Economics. Practically, in the 
conception of those economists concerned with keeping track 
of national income, the old distinction between economic cir- 
culation and e¢onomic development has disappeared. But this 
disappearance, really amounting to a merger of theories, has 
not been theoretically stated, and as a result economists in 
general are quite unaware of the revolutionary significance 
of the national income way of thinking which has so suddenly 
and so completely dominated the field. 

Income circulates, and it grows as it circulates. Annual 
increases in productivity are part of the order of things in 
national income economics. So the problem of economics more 
and more becomes not the allocation of resources to maximize 
income, but their allocation to ensure sufficiency of invest- 
ment and continuity of growth. Imperceptibly the emphasis 
of economics shifts from the satisfaction of wants (a non- 
developmental conception) to the facilitation of capital forma- 
tion and technological progress. Not that the satisfaction of 
wants is no longer considered; but it is subsumed under the 
problem of what might be called the satisfaction of technology. 

It is here that the Keynesian control devices come in, and 
the form they take indicates the new dynamic character, the 
developmental perspective in which national income economics 
views the economy. In contrast to previous reform policies, 
which have all had in common a once-for-all institutional 
change, Keynesianism (to give it its most usual name) is char- 
acterized by constant and permanent adjustment and readjust- 
ment of institutions, planning in short—with emphasis on 
the “ing.” 

Smithian analysis, to oversimplify, focussed economists’ 
attention on interferences with production; this focus has 
remained. But Smith and the classicists tended to assume 
that monopoly was the only such interference. It was neces- 
sary, therefore, for Marx to generalize the classical analysis; 
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this he did by linking interference not just with monopoly 
but with the whole institutional network of capitalism. In the 
one case, eliminate monopoly from production; in the other, 
eliminate private property from production, was the recipe. 
Both analyses, and this is the point, rested their hopes on a 
single institutional reform after which production would be 
unfettered, free to grow at the maximum technological rate. 
Keynesianism, if the present interpretation is correct, holds 
that the tendency for production to become fettered is ubi- 
quitous. All arrangements human, under socialism as well as 
under capitalism, tend to become habitual and therefore im- 
mediately and uncompromisingly in conflict with the demands 
of production, whose nature is permanently revolution. Thus 
there must be constant supervision of the economy with con- 
stant readiness to bolster or reduce consumption and invest- 
ment, readjust tax rates, to alter fiscal and monetary policy, 
and so ad infinitum, when and in such combination as nec- 
essary to provide constant full employment and orderly cap- 
ital growth. Continuous planning is the corollary of the ne- 
cessity for continuous institutional adjustment; the job can 
never be finished just because the new production-situations 
demanding alterations in economic procedure are themselves 
never finished. One permanent revolution calls for another. 
Thus arises what is really the radical meaning of national 
income economics; and again this is not generally understood. 
So completely has the idea of production and rapid, uninter- 
rupted growth in production captured the modern mind that 
it has not quite sunk home that this means the sacrifice of 
other values. Yet more and more it is true that whatever 
stands in the way of output is condemned without second 
thought. All this means that in a very short time the com- 
munity finds its institutions radically changed, and what has 
seemed a mere instrument turns out to be subversive. 
Communities, like individuals, possess means of shielding 
themselves from the awful truth. The radical meaning of 
national income accounting has been allowed to develop sub 
rosa, aS most economic change does, the while the community 
assured itself that it was operating only within cherished and 
authenticated frameworks. Yet when the president of the 
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National Association of Manufacturers accuses that most fa- 
vored instrument of the Keynesians, the progressive income 
tax, of socializing property through its removal of income dis- 
position from private hands, one need not agree with his 
policy conclusions to recognize that on the factual score he 
is right. As Professor J. K. Galbraith reminds us, 
Capitalism is not the formal detail of private ownership 
[but] the reliance on the market as the principal governing 
mechanism of the economy [and] the right of the owner 
to large authority over his property, with the privilege of 
keeping most of his income and spending it as he pleases."' 
Professor Galbraith also points out that “British socialism 
and Truman welfare [are] merely different stages in the same 
pattern of social evolution.” '- But the main point here is 
that the practical contemporary cockpit of the integration of 
development economics and allocation economics is national 
income planning. For it is in connection with national in- 
come planning that long-established institutions are being re- 
duced to formal details in the course of adapting the economy 
to technological progress, and it is here that long-established 
economic principles are assuming dynamic, developmental 
forms. 


The Personal Content of National Income. Eccnomists often 
say that it goes without saying that the end and purpose of 
all economic activity is consumption. This statement com- 
mands general acceptance. Yet the fact that many people 
like their work, indeed find that their careers give meaning 
to their lives, should make us go deeper into the question. For 
if economic development is to become the dominant concern 
of world society, and present trends indicate that it will, its 
personal content, and not merely its uses as provider of goods, 
must be understood. 

This is perhaps a job for philosophers, so we might start 
by reflecting on the remarks of a thinker whose remarks al- 
ways deserve careful reflection. In his essay on “Wealth,” 


21 J. K. Galbraith, New York Times Book Review, March 16, 1950. 
12 Ibid. 
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Ralph Waldo Emerson in typical epigrammatic fashion showed 
his insight into economic problems. ‘‘Money is the finest 
barometer of social storms, and announces revolutions.” “If 
the Rothschilds in Paris do not accept bills, the people at 
Manchester, at Paisley, at Birmingham are forced into the 
highway and landlords are shot down in Ireland.”” And he 
penned two memorable lines which provide a good beginning 
for our attempt to express the human content of the national 
income planning which so often seems on the verge of becom- 
ing lost in the mass of statistics which inevitably makes up 
so much of the science. 

First: “Steam and lightning are man’s natural playmates. 
The world is his tool-chest.” 

Second: “We are all richer for the measurement of a de- 
gree of latitude.” 

Emerson’s first statement might serve as perennial re- 
minder that economic development institutionalizes man’s most 
fundamental relationship with nature. The whole concert 
of developmental activities makes up the tool-chest which is 
the world of nature, and these activities are both man’s 
natural play, for he is the tool-using animal, and his most 
rewarding spiritual investment. The personal content of na- 
tional income planning is nothing less than this interpene- 
trating trinity of labor, relaxation, and intellectual growth, 
carried on in organized and controlled fashion. 

The second Emerson epigram should serve to remind us 
of the social, cooperative, and interdependent character of eco- 
nomic development, and of the ways in which it binds human 
beings together in the confraternity of production. We are 
all richer for the measurement of a degree of latitude, and we 
are all richer for the completion of any other project in the 
field of development. One of the most valuable contributions 
which development theory can bring to a new integration of 
economics is its humanistic approach, with its civilizational 
emphasis on culture and social wealth, to replace what tends 
to be a narrow individualism, an individualism, moreover, 
which tends to make individuals poverty-stricken too, since it 
holds up mere passive consumption and accumulation as the 
end and purpose of all economic activity. A sounder inte- 
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gration would emphasize active social participation in the 
handing down and increasing of man’s technological patri- 
mony; all the sages agree with Emerson that the delights of 
material riches are as nothing if unaccompanied by the satis- 
factions accruing in this realm. 


The Optimum Rate of Economic Development. To recapitu- 
late: The allocation of resources consists of active cultural 
events, with consequences for further allocation. It is true 
of personality, as well as of technology and institutions, that 
each economic act is a stage in a cumulative sequence, not part 
of a circular flow. The outcome is the growth of civilization, 
and economics finds its particular task in the facilitation of 
this growth, measured most conveniently in national income 
and accelerated with all the tools of the planning kitbag. 

We now have to ask if there can be such a thing as too much 
economic development. Strictly speaking, this question must 
be answered in the negative, since we postulate development 
itself as the only intrinsically human measure of value. Yet 
questions arise in particular cases where projects are claimed 
to have value which they perhaps do not have in fact, and it 
is in such cases that economists are likely to speak of over- 
rapid economic development. 


Thus it is clear that the country which allocated a consid- 
erable portion of its resources to the production of railway 
roadbeds which then stood idle for years for lack of rolling 
stock would have wasted the resources. Yet few real cases 
are as obvious as this, and we find economists confusing them 
with other, quite different cases which accept as given the in- 
dustrial status quo and perpetuate uneven development. 


Such rationalization is involved wherever an uncritical ac- 
ceptance of methods called into existence by supply and de- 
mand is used to condemn measures of acceleration as artificial 
and over-rapid. As a result more and more economists are 
coming to regard technical and investment-programming 
judgments of feasibility and economy as superior to those of 
the price system, warped as these are through the exclusion 
of social costs and income and the inclusion of emphasis which 
reflect nothing more than archaic income-distributions. Use 
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of prices as feasibility—criteria involves acceptance of the 
whole world’s pattern of production and consumption, ration- 
alizing away its thousands of built-in institutionalized rigidi- 
ties, immobilities, and imperfections. 

Somewhat more sophisticated are those arguments which 
take pecuniary cost-of-production as the baseline for determin- 
ing the optimum rate of economic development, but do this 
with an apparent technological flavor. The argument has 
been stated as follows: 


What appears to be an advanced technology may not be 
used by some enterprises because of differences in relative 
searcities of resources available to different enterprises and 
differences in the scale appropriate to different enterprises. 
. . . Coal-burning steam-locomotives, for example, are still 
economic in coal-rich territories despite the development 
of Diesel-electric motive power." 

It is true that the example of steam locomotives in coal-rich 
territories has superficial technological, almost physical flavor. 
jut examine the question more closely. What does ‘‘coa!- 
rich” mean? Certainly it means that coal is physically pres- 
ent in the environment in question; but then so are a lot of 
things, either at the moment or potentially under an over-all 
development program. Unfortunately, in the usage of most 
economists “coal-rich” means only that coal is cheap, as meas- 
ured in money terms. 

Since enterprises in enterprise economies measure their 
own riches in money terms we can expect railroads to use 
steam locomotives where coalis cheap. But this does not mean 
at all that coal is actually appropriate, or that governments 
with development programs who behave differently in this or 
similar situations are behaving irrationally. A truly eco- 
nomic view will consider the whole situational complex, tak- 
ing nothing for given or granted to arrive at its judgment 
of what is advanced. It certainly would not take small mar- 


’ 


13 Yale Brozen, “Invention, Innovation, and Imitation,” Papers and 
Proceedings of the Sixty-third Annual Meeting of the American Eco- 
nomic Association, American Economic Review, Vol. XLI, No. 2 (May 
1951), p. 240. 
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kets or low wages as given, since these are institutional in 
nature.'* 

But neither should economists take existing structures of 
technology as given. It might be scientifically appropriate to 
replace both diesel and steam locomotives with some other 
kind of transport. What can be done can be determined only 
by inspection of the current state of all the sciences and tech- 
nologies ; inspection of relative scarcities (as measured price- 
wise) is beside fhe point. The only way to get a valid view 
of feasibility is by starting with the scientific balance-sheet 
in the first place, before getting bogged down in the existing 
structure of markets and products with its inevitable com- 
pulsions to accept the status quo. Only a government con- 
cerned with development can take such an over-all view which 
is by definition not possible for an individual enterprise 
operating within arbitrary—from the scientific standpoint— 
financial limits 

The point is a difficult one to grasp, for our vision of what 
is feasible is determined by the institutions under which tech- 
nology is (and is not) introduced, and these are still over- 
whelmingly of a private, non-technological character. They 


define the situation in which advanced techniques appear 
backward. Yet we are already developing institutions under 
which for the first time an over-all view of feasibility becomes 
possible, and an examination of one of these and a typical 


14 Incidentally, to regard low wages as evidence that labor is plentiful 
assumes that human beings have no better alternative uses. Yet the 
truth is, of course, that it is never defensible to use human resources 
for work which can be done by machines, whatever the wage level and 
whatever is customary for individual firms which by definition do not 
take an over-all view of the economy. That unique and precious re- 
source, man, must be preserved for activity of a directive, investigative, 
and intellectual nature, and should never be wasted in routine and 
repetition. Complete mechanization and complete education always 
increase both output and leisure, both the standard of living and the 
standard of working. We should constantly try to eliminate manual 
labor and in fact all kinds of labor which exploit neither the distinctive 
characteristics of man, which are to deal with the unique, the non- 
recurring, and the new, nor the distinctive properties of the machine, 
which are to deal with the routine and the patterned. 
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development projected under its auspices may accomplish 
what the example of the locomotives does not. 


The New Rationality. The United States Bureau of Recla- 
mation has announced a new over-all irrigation project for the 
West under which “fifty million acres can be watered into life. 
This would be like adding to the U. S. a new country com- 
parable in agricultural productivity to France or prewar Ger- 
many.”'* The new project would not depend on canals flow- 
ing by gravity, but on such new tricks as “using a river's 
energy to raise part of its water over its own high banks.” 
thus freeing irrigation from gravity; “water export” from 
surplus to deficit areas; and so on. “It would be quite a job 
to pump the Mississippi into Texas and Oklahoma, but the 
more enthusiastic bureaumen believe it could be done. ‘We and 
our contractors,’ they say, ‘enjoy pushing rivers around.’ "' 

Now all of this activity is practical, feasible in dollars-and- 
cents terms, as testified by the influx of land speculators into 
the Grand Coulee region made arable by the Bureau’s water 
planning and by the increase of land values in the San Joaquin 
Valley due to other projects. But this practicality appears, so 
to speak, only after the fact, and only because the institu- 
tional situation is entirely different from that prevailing in 
a wholly private enterprise economy. The Bureau of Recla- 
mation’s experts understand the whole interrelated river-and- 
precipitation picture, and they can state it so that the whole 
resource environment is redefined for the tax-paying citizen. 
Then, and only then, using the technological concepts of the 
new science of pushing-rivers-around, can feasibility be stated 
in the pecuniary terms so dear to businessmen. Without a 
planning organization which transcends individual firms and 
farms and even states—without a closed system where ex- 
penditure can be realized as income over and over again—such 
wastes as the three hundred million acre-feet of Columbia 
tiver water which flow into the sea each vear, when they 
might make the Mojave Desert bloom like a rose, are simply 


15 Time, July 30, 1951, p. 42. 
18 Tbid., pp. 42-44. 
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uncounted in the costs of doing business the old, undevel- 
oped way. 

In fact, the most general way to state the new rationality 
is to say that it counts costs with a thoroughness unknown to 
businessmen who are after all for the most part untrained 
in the sciences. The idea that businesmen can detect profit 
opportunities, when such detection is in each and every case 
a matter of seeing, when you look at a river, its flow reversed, 
or seeing, when you look at a cloud, its snow milked, such 
perception obviously belonging to the over-all scientific view 
of the earth as an interrelated complex of energies, is fan- 
tastic; and that is the reason that this view is giving way 
to that of economic development. For economic development 
grounds on the major profit opportunities (new resources) 
implicit in the economy of nature, and not on those relatively 
minor ones utilizing already existent resources which are too 
often taken by economists as their criteria of feasible rates 
of progress. 

It is because they have concerned themselves with crumbs, 
technologically speaking, that economists have often been 
pessimists when it comes to development; those able to escape 
the individual firm point-of-view and thus aware of natural 
potentiality are, quite the contrary, prone to “engineering 
ecstasy.” * 


New Economic Principles. It should now be clear to every- 
one that the research laboratory—not land, labor, or capital— 
is the heart of the productive process. A valid theory of the 
allocation of resources must start, therefore, from the charac- 
teristics of the scientific process; it must take its form not 
from the old economics but from science itself. Questions of 
allocation and reallocation must be addressed to the technolo- 
gists, and not to the market or to its interpreters, the busi- 
nessmen. 

We do not know, of course, precisely what this form will 
be as it is gradually cast into rigorous theoretical shape. But 
we can state with a great deal of certainty that the new eco- 
nomics will emphasize development in a way present theory 


17 Ibid., p. 44. 
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does not. Perhaps one of the principles of the head of the 
Office of Scientific Research and Development will suggest the 
flavor of the new theories. The problem of resource-allocation, 
Vannevar Bush writes, is to keep track of all the develop- 
ments going on simultaneously in all the different branches 
of science and technology. Only in this way can production- 
decisions be made; otherwise, you may get some new line of 
equipment through the testing and pilot-plant stage, ready 
for full-scale production, only to find that it has already been 
made obsolescent by developments in another, perhaps quite 
unexpected, area./® Thus the over-all vision of the old eco- 
nomics will be retained as its most substantial contribution 
to the new, but the items singled out to be kept track of will 
be entirely different. 

We can also predict that so-called social costs will play a 
leading role in the new integration. That these costs are 
so-called social is emphasized because in actuality, of course, 
all costs (consequences) are social. The measuring-stick of 
price will lose importance because it is an inaccurate measure 
of costs in general. Only the technique of the plurality of 
the sciences can determine what is going on in the economy, 
what natural energies and resource-flows are and are not 
utilized, and therefore determine the costs of particular ways 
of handling problems. So to say that social costs will loom 
large in the new theory is only to repeat, a different angle, 
what has already been stated: questions of allocation will be 
addressed to the sciences and technologies and not to the price 
system. 

These sciences and technologies will of course include the 
social and the social-psychological. Especially will the an- 
thropological contribution to the new integration of economics 
be large, since so many, if not all, developmental projects in- 
volve cultural change. Anthropology, like the theory of eco- 
nomic development, starts, as Professor Sol Tax has recently 
reminded us, with a theory of technological progress. ‘The 
human store of knowledge is generally increasing and at an 
accelerating speed ; it is quite easy, therefore, to speak of prog- 


18 Vannevar Bush, Modern Arms and Free Men (New York, 1950). 
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ress in technology, or in science. . .’'” This is a world co- 
operative process. 


. . No people invents more than the tiniest fraction of 
the cultural heritage it calls its own; borrowing or the pool- 
ing of cultural items through processes of continual dif- 
fusion ... is a major law of cultural growth.°° 
But people elaborate social customs and structures as well 

as science and technology, and become attached to them; “any 
particular culture gets set in its ways.”’ And since a culture is 
a functional system of interdependent parts, more or less in 
equilibrium, it is not at all easy to devise techniques for an 
“economically backward population to get the benefits of our 
technology and science, our chemistry and bacteriology with- 
out important damage to their values and their traditional 
way of life.”*! Nevertheless the problem of “embarking upon 
a program of carefully selective culture change,” in which 
we “respect the cultural independence of other peoples while 
we help them to material betterment’’-- is one that must be 
faced. It is some consolation to know that a modern program 
like Point Four differs only in its conscious, accelerated char- 
acter from the culture change which has characterized all his- 
tory. As Professor Tax says: 


When we bring milk bottles to the Hottentots (milk they 
have had from time immemorial) it is true that we may be 
breaking into a closed system of equilibrium But it is also 
true that the Hottentots once took the cattle complex into 
their culture; and this too must have upset the equilibrium. 
Indeed, every people has adopted culture traits; every cul- 
ture still extant has clearly survived innumerable shocks 
to it. Therefore the problem is to see that the damage done 
when a Point Four administration initiates the changes is 
not much greater than when it happens in other ways.*" 


19 Sol Tax, “Selective Culture Change,” American Economic Associa- 
tion Proceedings (1951), p. 316. 
20 Ibid. 
~i Tbid., p. 317. 
-2 [bid., p 5 
23 Ibid., pp. 317-8 
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As they seek to minimize the cultural damage resulting from 
necessary economic development, economists will receive a 
great deal of help from those who have made the study of 
simpler societies their lifework. Again to quote Professor 
Tax: 

Anthropologists by training or selection reach for the 
common people of another society Just as an economist 
reaches for a price index, so a field ethnologist gravitates to 
the lowly hut. We want to see the society from the ground 
up and the functionaries in perspective. In fact, we have 
an occupational distrust—in the sense not of impugning 
their motives but of doubting their knowledge—of officials, 
as we do of managers or missionaries; and we apologize 
profusely for quoting information from a source that a 
journalist calls unimpeachable. This keeps us from making 
perhaps the most common and the most fatal colonial mis- 
take—that of working through established leaders who are 
presumed to understand how the people feel about things 
and who of course know what is best for them.*! 
Conclusion. “For centuries now civilizations have not 

sprung up, flourished, and died in isolation, but move about 
the world, seeking the most propitious spot, and are enriched 
and transformed as they go by the new nourishment they 
absorb in the course of their travels.’ The social task of 
the integration of economic development and economic theory 
is to facilitate this process of civilizational enrichment and 
transformation by making all the world’s economies propiti- 
ous spots for growth, and eliminating the institutional ob- 
stacles to rapid absorption of new cultural items. 

To this task the theory of economic development contributes 
by replacing the concept of circular flow with those of cumu- 
lative sequence and permanent technological and institutional 
revolution. 

It refocusses the personal meaning of economics so that 
maximum cultural contribution replaces maximum consumer 
satisfaction as the aim of the individual. It emphasizes that 
both material and spiritual satisfaction are to be found in 
the individual seeing himself as part of historical cultural 


*4 Ibid., p. 319. 
=> Alfonso Reyes, The Position of America (New York, 1952), p. 158. 
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continuities and cumulations, and finding his own place in 
one of the ongoing arts and crafts that make up the culture- 
process. 

Practically, the new integration culminates, on the na- 
tional scale, in continuous national income planning. This 
planning counts social costs and utilities with reference to 
the technological growth-process itself, and it facilitates the 
increase in both the standard of living and the standard of 
working. What Ruskin called “increase of life’’ is the human 
meaning of work-ways which eliminate routine drudgery and 
institutionalize creative patterns of cumulative intellectual 
achievement. Internationally, the practical equivalent of in- 
come planning is the guided interchange and pooling of know- 
how and the building-up of a world economy in which further 
civilizational development becomes the abiding concern of 
the world’s peoples An anthropological tolerance for di- 
versity in the details of culture will be mated with unification 
of the underlying processes of production to harness in man’s 
interest the now-wasted flow-resources of the universe. 

And it will be a lasting tribute to the founders of economics 
that man’s unity with nature will again be insisted upon by 
the new economics. That profound sympathy for natural 
order which characterized the Physiocrats and Adam Smith 
will continue in a modern metamorphosis. For devotion to 
the technological continuities of economic development leads 
man to search out answers for his production problems in the 
larger and grander economy of nature. 





Rainbow-Chasing in the Tropics: 


British Economic Activities in 


Northern South America 


By J. FRED RIPPY 
I 


La Gran Colombia, the big nation of Simon Bolivar’s dreams, 
enjoved great prestige in England during the early 1820’s. 
Englishmen bought two issues of its bonds amounting to a 
total of £6,750,000 at par, organized three mining companies 
to search for its precious metals and copper, and created two 
or three other enterprises for the purpose of fishing for pearls 
or engaging in colonization and land speculation. But disap- 
pointment came swiftly. The Colombian government defaulted 
on its securities in 1825 and the mining and other economic 
organizations achieved no immediate success. Several decades 
passed before capitalists of the British Isles drew any substan- 
tial income from this part of the world.! 


1 This essay is based primarily upon three bulky sources of informa- 
tion: Council of the Corporation of Foreign Bondholders (London), 
Annual Report for the years 1876 to 1950; Stock Exchange Year-Book 
(London) for the same period, but especially for the years 1881, 1891, 
1901, and 1906 to 1950; and South American Journal (London) for the 
period 1881-1950, particularly the volumes for 1881, 1891, 1901, 1914, 
and 1931-1950. The first source deals almost exclusively with the sterling 
debts of foreign governments, arranging them alphabetically so that any 
particular government is easy to find. The second source has the same 
arrangement for sterling government issues; but, in addition and more 
important, it contains a descriptive list of thousands of British eco- 
nomic enterprises operating all over the world, listing these, however, 
not by country but by the kind of activity in which they are engaged: 
railroads, telegraphs, telephone, electric power, tramways, mining, oil 
production, and so on. The major task has been to discover the com- 
panies operating in Ecuador, Colombia, and Venezuela; for, once they 
have been discovered, their financial history can easily be traced by 
making use of the Year-Book’s exhaustive indexes. The discovery of 
British enterprises active in these three countries is facilitated by the 
Journal, which is almost certain, sooner or later, to describe or mention 
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It was not until 1834, four years after the dissolution of 
La Gran Colombia, that the three successive states were able 
to agree upon the apportionment of their sterling debt, and 
the nineteenth century was more than half gone before the 
last of them began to meet its obligations to British bond- 
holders. Including accumulated interest, the debt had swollen 
to £9,806,406 by 1834, and the overdue interest—the rate was 
6 per cent—continued to pile up. Venezuela signed a resump- 
tion agreement with the British bondholders in 1840 and Co- 
lombia (then called New Granada) reached a settlement with 
them in 1845, but Ecuador procrastinated until 1855. All three 
agreements were a good deal alike, although Ecuador's was 
a bit more complicated. New issues of bonds were exchanged 
for the old and for the unpaid coupons. The interest rate was 
reduced to 1 per cent or less, but escalator clauses pushed it up 
(theoretically) to 5 or 6 per cent within a decade or so. 
Ecuador paid part of the interest in arrears with land and 
Peruvian bonds. Venezuela’s sterling debt stood at £2,794,826 
after the settlement. Ecuador’s amounted to only £1,824,000. 
Colombia’s was larger than both combined, for the total was 
£7,089,766; but this was later reduced by another agreement. 

These arrangements were hardly worth the effort required 
to make them. All three republics suffered from grave dis- 
orders during most of the second half of the century and their 
sterling bonds were in default a good part of the time. Yet 


the most important of them. Moreover, the editor of the Journal as- 
sembled from time to time statistics on the aggregate nominal invest- 
ment of Englishmen in Latin America as a whole and in its major 
republics, the following pages being most useful for presenting a view 
of investment trends and rates of return: vol. 76, pp. 254, 284-85; vol. 
110, pp. 255, 321; vol. 147, pp. 114-140. Confident that the reader, by 
using the excellent indexes of these sources, will have no difficulty in 
checking my facts and figures, I have reduced specific citations to the 
minimum. The Journal’s estimates of total investments for a series of 
years starting with 1913 are based upon London Stock Exchange quota- 
tions at each year’s end. If a security happens not to be quoted at that 
particular time, it is not included. This is a matter of little impor- 
tance in countries where the investment is large; but in respect to 
countries like Ecuador, Colombia, and Venezuela where the investment 
is comparatively small it sometimes results in a false impression. I 
have therefore rejected the Journal’s figures when I have felt certain 
that they conveyed an erroneous view of investment trends or rates of 
Snes and have used data laboriously compiled from the Year-Book 
instead. 





RAINBOW-CHASING IN THE TROPICS 


they managed somehow to float further issues in England, 
either before 1900 or during the early years of the new cen- 
tury. Their outstanding government securities quoted on the 
London Stock Exchange at the end of the year 1913 aggre- 
gated more than £10.3 million: Ecuador, including government- 
guaranteed railway bonds, £2,780,794;° Colombia, £3,388,874 ; 
Venezuela, including bonds recently issued in settlement of 
claims of British subjects, £4,228,720. The average nomi- 
nal rate paid by Venezuela on its sterling bonds for the year 
1913 was 3 per cent. Colombia paid an average of 3.8 and 
Ecuador paid 5 per cent. Without further failure to live up to 
its obligations—3 per cent annually, plus small amortization 
payments—the Venezuelan government finally redeemed all 
of its sterling issues in 1930. Colombia, after paying an av- 
erage rate of around 5 per cent for nearly twenty years fol- 
lowing 1913, fell into default again during the recent world 
depression, but paid an average of 3.2 per cent for the 8-year 
period beginning in 1942. Ecuador soon reverted to its old 
habits; between 1914 and 1949 its government fulfilled its 
obligations to British bondholders no more than a third of the 
time. There was no pot of gold for Englishmen at the end of 
this rainbow. 

But government securities, by and large, made up only a 
fraction of the total British investment in these three coun- 
tries, although such securities sometimes amounted to about 
half the capital invested in Ecuador. In 1923, when the Eng- 
lish investment in Colombia reached an all-time peak of £11.83 
million, government securities accounted for hardly more than 
£4.5 million; and government bonds accounted for only £1.4 
of Venezuela’s peak investment of £26.3 in 1928 and for about 
£2 million of Ecuador’s maximum British investment of some 
£4.3 million in 1939. There seems to have been little reduction 
in Eeuador’s share of British capital during the following 
decade and little change in the distribution between govern- 
ment bonds and economic enterprises. Aggregate English cap- 
ital in Colombia and Venezuela at the end of 1948 (reckoned 


~Some of the Ecuadorian securities held by English investors were 
dollar, and not sterling, securities, but these have been given a sterling 
equivalent for the sake of uniformity. 
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at par) was approximately as follows: Colombia, £5.3 million, 
with government bonds accounting for £3 million; Venezuela, 
£18.3 million and no government securities. Englishmen pur- 
sued many other rainbows in this region besides the multi- 
colored engraved paper of its governments attractively dis- 
played by investment bankers. 

One of them, railways, has already been mentioned in Ecua- 
dor’s case. But the Guayaquil and Quito Railway was the only 
important railroad venture of Englishmen in that country, 
and they had been drawn into it because they were trying to 
choose the better of two bad prospects. They had traded al- 
most worthless government securities for what they dimly 
hoped to be sounder government-guaranteed railway securities 
issued by a company engaged in building and then operating 
the most important line in the republic, the railroad connect- 
ing Ecuador’s major port with its capital city. Having dis- 
covered before long that they had failed to better their posi- 
tion, British capitalists made only one other investment in 
Ecuador’s railways. 

With respect to Colombia and Venezuela the story was dif- 
ferent, so far at least as the number of railroad ventures was 
concerned. Beginning with the purchase in the late 1860's 
of some bonds of the Panama Railroad, Englishmen invested 
at one time or another in 11 or 12 Colombian railways; and 
they also ventured their capital in at least 7 Venezuelan rail- 
roads, starting with an investment made in the 1870’s in the 
Bolivar Railway Company, Limited, which owned a short line 
in northeastern Venezuela. In both republics, however, they 
soon discovered that such investments were not very promis- 
ing. In Colombia’s case, they were glad to exchange some of 
their railway debentures for government bonds. At its maxi- 
mum around 1890 the English investment in Venezuela’s rail- 
roads was slightly more than a nominal £4.1 million; at its 
height in Colombia around 1913 it was only a little above £3.2 
million. By the end of the year 1949 this capital had been 
reduced to some £2.3 million in Venezuela, where negotiations 
were under way for the sale of all the British-owned lines, 
and to less than £1 million invested in a single railway in 
Colombia. 
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With three possible exceptions, to be discussed later, the 
British railway investment was not very remunerative in 
either of these republics. The average return on the nominal 
paid-in capital in 1913 was 2.8 per cent in Colombia and 3.8 
per cent in Venezuela. For the year 1923 the average rate 
was 5.9 for Colombia and 2.5 for Venezuela. For the 27 years 
beginning in 1923 and ending in 1949 the average annual 
return on the nominal paid-up capital in Colombian railroads 
was 2.6 per cent, and it was less than 2 per cent on the nominal 
paid-in capital in the Venezuelan railways. 

The English investment in various other economic enter- 
prises, classified by the South American Journal as miscel- 
laneous, yielded better income, especially during the period 
following 1922. The average annual nominal rate of return 
on these investments in Venezuela was 3.47 per cent for the 
decade beginning in 1923, approximately 7 per cent for the 
subsequent decade, and 9.7 per cent for the 6-year period be- 
ginning in 1943, the highest vield being 11.5 per cent in 1948. 
For Colombia the average annual nominal rates of return were 
3.8 per cent for the decade beginning in 1923, almost 6.5 per 
cent for the subsequent decade, and more than 7.6 for the 
7 vears starting in 1943, the nominal yield for 1949 being 
15.4 per cent. The average nominal annual return on mis- 
cellaneous English investments in Ecuador was seldom more 
than 2 or 3 per cent until 1930, but for the next 20 years the 
annual nominal average was approximately 5 per cent, the 
highest yields being for the years 1948 and 1949, when the 
nominal rate of return was at least 8 per cent each year. Some- 
where among these miscellaneous investments were a few 
gold-heaped urns. To track them down will be the task of 
the second part of this essay. 


II 


First, however, the most profitable railways ever owned by 
Englishmen in this part of South America will be examined. 
Two of these were in Colombia and only one in Venezuela. 

The La Guaira and Caracas Railway Company, Limited, was 
organized in 1882 to build and operate the short line that 
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winds its way through the mountains from Venezuela's lead- 
ing port up to its capital city. The face value of the com- 
pany’s ordinary shares was £350,000 until this sum was ex- 
panded to £472,477 by a stock bonus paid in 1926. Debentures 
with 5 per cent coupons stood at £370,000 in 1890 and £375,- 
045 in 1950. This was a profitable enterprise before the com- 
pletion of a competitive highway and the onslaught of the 
recent world depression. It seldom failed to pay an ordinary 
dividend until 1931. For the decade starting in 1884 the av- 
erage nominal return on its ordinary shares was 4.5 per cent 
per annum; for the next decade, owing to political disturb- 
ances, the annual nominal average dropped to a little less 
than 4 per cent. Then there was a decided recovery. For the 
26 years starting in 1904 and ending in 1929 the average nom- 
inal vield on the ordinary shares was nearly 6.4 per annum, 
and for 10 years of the period the return was 8 per cent each 
year. But the end of the lush epoch was near. The dividend 
for 1930 was only 1.5, and thereafter no dividend was paid. 
Negotiations for the sale of the railway to the Venezuelan 
government began in 1949. The price set by its management 
is £760,000, some £100,000 less than the company’s nominal 
capitalization.* 

The two fairly profitable British-owned railroad enterprises 
in Colombia are the Dorada Railway Company, Limited, and 
the Barranquilla Railway and Pier Company, Limited, both 
organized in 1888, the first to build and operate a line around 
the rapids of the middle Magdalena River and the second to 
improve and operate a railroad connecting the city of Bar- 
ranquilla with a port on the Caribbean Sea. The profits of 
the two organizations, especially the Barranquilla Railway, 
will not become evident until share bonuses are scrutinized. 

Until some time after it was reorganized in 1905, the Dorado 
Railway Company was not a financial success. Few, if any, 
ordinary dividends were paid before 1911. For the decade 
starting with that year the annual nominal average for the 
ordinary shares was only 3.75 per cent; and it rose to 6.8 
during the next decade only to fall to less than 3 per cent 


% Stock Exchange Official Yearv-Book, 1951, p. 351. 
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during the depression years running from 1931 through 1940. 
So far the record does not suggest a profitable enterprise; 
but note the following facts: debentures with 6 and 8 per cent 
coupons sometimes amounted to more than the share cap- 
ital, which was £350,000 between 1906 and 1925 and £604,347 
in 1950; a stock bonus of 50 per cent was paid in 1926; and 
the average annual rate of return on the inflated share capital 
during the nine years starting in 1941 was a little better than 
4 per cent, the rate being 6 per cent in both 1948 and 1949. 

The share bonuses of the Barranquilla Railway and Pier 
Company are more impressive than its dividends. They be- 
gan with a stock bonus of 25 per cent in 19138, followed by 20 
per cent in 1920, another 20 per cent in 1928, and 50 per cent 
in 1929, making a total of 115 per cent and raising the ordi- 
nary shares from £200,000 in 1912 to a very nominal £750,000 
in 1930. No dividends were paid until 1897 and for the 16 
vears beginning in 1897 the average was slightly less than 3 
per cent of the face value of the ordinary shares. For the next 
18-year period, however, namely from 1913 through 1930, 
the annual nominal average was almost 7 per cent on this very 
inflated capital, the return being 8 per cent each year for the 
last five years of the period. Debentures amounting to £100,- 
000 paying a regular 6 per cent, were issued in 1888 and re- 
deemed by 1930. Finally, in 19338, the company’s property 
was sold to the Colombian government for approximately 
£330,000, or 165 per cent of the nominal sum actually invested, 
to be paid in equal instalments over the next 10 years.‘ 

Such is the financial record of three fairly profitable rail- 
ways out of a total of 18 or 20 in which Englishmen ventured 
their capital in this region during the more than 80 years 
following 1868, when they bought an issue of Panama Rail- 
road bonds. These securities, paying 7 per cent, together with 
another issue of 6 per cents which they bought in 1881 and 
an issue of £120,000, also having 6 per cent coupons, which 
they purchased from the Cticuta Railway Company in 1887, 
were the only profitable investments Englishmen ever made 
in railways controlled by others in northern South America. 


+ Jbid., 1935, p. 489. The sale price was stipulated in U. S. currency: 
$1,644,816. 
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British capital invested in the public utilities of the region 
brought no startling returns. Apparently, residents of the 
British Isles never owned any gas plants in either of the three 
countries; and the Cartagena Waterworks, which they owned 
and operated from 1905 until they sold this property to the 
Municipality of Cartagena in 1926 at much less than cost, was 
their only enterprise in this field.’ British investors tended 
to specialize in telephones, tramways, and electric power 
plants, and some of these ventures seem not to have been un- 
profitable. 

The oldest of the group was the Venezuela Telephone and 
Electrical Appliance Company, Limited, founded in 1890 to 
establish telephone exchanges in Caracas and other leading 
Venezuelan towns. The capitalization of this company ex- 
panded rapidly, but no share bonuses were paid. Debentures, 
most of them paying 5 or 6 per cent but some paying 7, ex- 
panded from £70,000 in 1890 to £140,100 by 1925, and were 
called early in 1931 only to have another issue, amounting to 
£300,000, substituted for them. Preference shares, cumula- 
tive 8 per cents, which amounted to only £8,600 in 1905, in- 
creased to £136,975 by 1930 and expanded to £288,528 in 1931, 
when the company assumed the name of Telephone Properties, 
Limited. Ordinary shares, which amounted to only £70,000 
from 1890 through 1925, were rapidly increased to £273,950 
by 1930 and to £410,932 in connection with the reorganization 
of the next year. In a company thus heavily loaded with loan 
capital and preferred shares the holders of the ordinary shares 
often failed to receive any dividends. Although the annual 
return on their nominal investment in ordinary shares av- 
eraged almost 3 per cent during the first decade and only two 
dividends were passed, nothing whatever was paid from 1900 
through 1923! But better days were ahead. The ordinary 
dividend was 5 per cent in 1923 and 8 per cent each year for 
the next 7 years; and for the two decades starting in 1931 
and ending in 1949 the average nominal annual return was 
5.5 per cent, thus bringing the annual nominal average up to 
3.35 per cent for the 60 years of the company’s existence. Tak- 


» Stock Exchange Year-Book, 1928, p. 835. 
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ing the 6 and 7 per cent debentures and the 8 per cumulated 
preference shares into account, this was not a bad financial 
record. 

In spite of the fact that it paid no dividends from 1900, the 
year it was organized, until 1913, managing only to service 
its £40,000 in 5 per cent debentures, the Bogota Telephone 
Company, Limited, chalked up an even better record. On or- 
dinary shares amounting to £22,607 in 1910 and £258,493 by 
the end of 1927 the average annual nominal rate of return 
for the 17-year period starting in 1913 was approximately 
12.1 per cent, and the shares were then sold to Telephone and 
General Trust, Limited, at 75 per cent above par, £1 and 15 
shillings for each £1 share.® 

Compared with these two telephone companies, the other 
utility enterprises owned by English capitalists in this region 
made a poor showing. United Electric Tramways of Caracas, 
Limited, organized in 1906 to consolidate and electrify the 
street car lines of Venezuela’s capital city, yielded rather high 
dividends for a brief period on its ordinary shares, amounting 
to a face value of £170,000, paid up. From the time the first 
dividend was paid in 1913 until 1927, the average annual nom- 
inal rate was almost 9 per cent. After that year, however, all 
dividends ceased. The company managed to service its 5 per 
cent debentures—£169,000 in 1910 and £180,900 (some of the 
latter having 7 per cent coupons) by 1930—most of the time; 
but no further dividend was paid on the ordinary shares after 
1927 and the company was finally liquidated 20 years later. 
The Ecuadorian Corporation, Limited, established in 1913 and 
reorganized twice, with considerable Canadian and perhaps 
some United States capital in recent years, made a poor show- 
ing in spite of diversified operations which included banking, 
brewing, and real estate along with tramways and power 
plants. It seems to have returned no dividends on its ordi- 
nary shares—£283,000 in 1910, £310,000 in 1925, and $3,136,- 
145 (Canadian) in 1937—until 1928 and almost none there- 
after until 1944, when 4 per cent was paid. Since that time, 
however, returns have been rather high, rising from 5.8 in 


% Tbid., 1931, p. 1852. Citizens of the United States acquired a con- 
trolling interest in this company in 1931. 
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1945 to 8 in 1946 and 10 per cent each year for the next three 
years. Perhaps the explanation of lack of ordinary dividends 
for the first three decades is to be found mainly in the heavy 
load of 6 per cent debentures and 8 per cent cumulative prefer- 
ence shares, which together nearly always amounted to more 
than the par value of the ordinary shares until after the re- 
organization of 1928. 

Capitalists residing in Great Britain continued, of course, 
to interest themselves in the mines of tropical South America 
—and also continued to suffer disappointments. But a few of 
the many mining companies—perhaps not less than 50 or 60 
in all—which they organized to operate in this region during 
the course of the century were lucky enough to find bonanzas. 
They failed, however, to discover any in Ecuador’s El Oro 
Province, where they ought to have found them if a name has 
any significance. The Great Zaruma Gold Mining Company, 
Limited, organized in 1881 and repeatedly reorganized there- 
after, spent many years vainly searching this jungle. 

English capitalists controlled one rich mining district in 
Venezuela for more than a century and shared the ephemeral 
profits of another. The district they controlled was the Aroa 
district, which they are said to have purchased from the 
Bolivar family. The profits they extracted from it are sug- 
gested by the dividends paid by the South American Copper 
Syndicate, Limited. The total for the 9 years starting in 
1909 and ending in 1917 was 1,287.5 per cent on a nominal 
capital of £15,000, an average of a little more than 143 per 
cent annually.7 But it seems that the rich veins were ex- 
hausted by 1917. The corporation was reorganized as the 
South American Copper Company, Limited, in 1928 and was 
finally liquidated in 1940 without ever paying another ordi- 
nary dividend. The famous El] Callao Mining Company, or- 
ganized under French control in 1870, never even approached 
such dividends. The annual nominal rate of return for its 
most profitable decade averaged only 13 per cent. But its 
capital was enormously inflated: from an equivalent of £4,800 


7 [bid., 1927, p. 2190. 
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in 1870 to around £13,000 in 1873 and approximately £1,300,- 
000 in 1882.5 

Two of the 40 or more British mining organizations active 
in Colombia at some time during a period of a century and a 
quarter were quite profitable. One of these, the Frontino and 
Bolivia Gold Mining Company, Limited, established in 1864 
and reorganized several times, was among the oldest English 
mining companies in Latin America, and it enjoyed a long 
stretch of lush years. From 1888 through 1897 the average 
annual rate of return on its nominal ordinary capital of around 
£140,000 was 13.75 per cent; from 1898 through 1907, al- 
though dividends were paid for only three of the ten years, 
it was 6.25; for the two decades starting in 1918 it was above 
8.7 per cent on a somewhat larger capital; and the average 
annual return on a nominal of £190,573 through 1949 was 7 
per cent, the rate being 10 per cent for each of the last two 
years of the period. Nor is this the complete story. Deben- 
tures and preference shares usually amounting to from a 
fourth to a half of the face value of the ordinary shares re- 
ceived a regular annual 10 per cent from 1905 through 1949. 
Much more remarkable, however, were the profits extracted 
by Pato Mines, Limited. Organized in 1909 to work placers 
in Antioquia, this company made a poor start, paying no re- 
turns on an investment of £100,000 in ordinary shares until 
1919. But thereafter the profits rolled in. Dividends aver- 
aged 90.5 per cent annually for the following decade and 62.5 
per cent annually for the next four years, after which the 

mpany began to operate through a subsidiary, Pato Con- 
solidated Gold Dredging, Limited, with a much larger capital 
—$3,200,000 Canadian, the equivalent of £640,000, or more— 
and continued to pay handsome returns. For the decade start- 
ing in 1939 the average nominal dividend was no less than 
50.2 per cent per annum, and for the years 1949 and 1950 the 
average was 20 per cent. 

It would be interesting to set forth the dividend record of 
another company engaged in working Colombia’s placers; but, 


‘ Thid., 1892, p. 507. See also P. L. Bell. Venezuela: A Commercial 
und Industrial Handbook (Washington, D. C., 1922), pp. 257-58. 
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since British investors have never controlled this enterprise 
(South American Gold and Platinum Company, a Delaware 
corporation), it will be passed over. It is time to call atten- 
tion to a pot—rather a lake—of black gold which English- 
men found in Venezuela. 

Before bringing up this subject, however, brief notice will 
be taken of a petroleum enterprise which partially compen- 
sated Englishmen for their vain search for gold-filled urns in 
Ecuador. Anglo-Ecuadorian Oilfields, Limited, a firm founded 
in 1919, finaly began to pay regular dividends in 1929 on its 
nominal capital of £1,500,000, all in ordinary shares, and the 
annual nominal average for the next two decades was ap- 
proximately 7 per cent. 

But this was small change when compared with the bounti- 
ful yields of Venezuelan Oil Concessions, Limited, organized 
in 1913. After paying an annual average dividend of 62.2 
per cent on its nominal capital of £1 million during the 5-year 
period starting in 1926, this company speedily expanded its 
capitalization to more than £7.1 million and still continued to 
pay high dividends: an annual nominal average of more than 
12 per cent from 1931 through 1935, rising to 20 per cent 
for the next 13 years. It then exchanged its shares for shares 
of Shell Transport and Trading Company, Limited, at the rate 
of £2 for each share of 13 shillings and 4 pence face value.’ 

Englishmen found a few pots of gold in tropical South 
America to repay them for their long years of rainbow-chas- 
ing; but on the average and over the century their rewards 
were not munificent and the Englishmen who garnered the 
best of them were not often the Englishmen who did most of 
the chasing. In many instances, almost nothing was gained; 
actual losses were sometimes suffered. It is likely, however, 


“Stock Exchange Official Year-Book, 1950, p. 985. 
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that Latin Americans remembered the big profits and soon 
forgot the moderate gains and the losses.” 


10 A short time ago, while searching through many and various issues 
of the Stock Exchange Year-Book for British companies interested in 
Latin America, my eyes fell, almost by accident, upon this item: “Con- 
tractors, Limited. ... The company was registered February 21, 1900, 
for the purpose of draining the Lake Guatavita, Colombia, and carry- 
ing on mining operations on the land thus exposed.” This was in- 
triguing! Here was the place where the legend of El Dorado may have 
originated more than four centuries ago! Here was Lake Guatavita, 
the Indian shrine, where the Chibcha chiefs were supposed to have taken 
their ceremonial baths after anointing themselves with oil and sprin- 
kling gold dust over their naked bodies! Here was the lake into which 
the Indians were supposed to have cast their rich offerings for centuries! 
Suppose these ceremonies had gone on for a thousand years or so, how 
deep would be the layer of gold at the bottom and how thick the deposit 
of precious ornaments? Englishmen who organized this company with 
such an unromantic name were determined to answer these questions 
and enrich themselves in the process. The company is reported to have 
gone about the task systematically, draining the lake and bringing in a 
dredge, perhaps at heavy expense, owing to the difficult Colombian ter- 
rain. And what were the rewards of years of patient effort? I traced 
Contractors, Limited, through numerous issues of the Year-Book and 
in the issue for 1927 I read this report (p. 2050): “A few emeralds and 
some pottery and small ornaments of gold and copper have been found.” 
The company was bankrupt. There was no rich deposit of gold, no tall 
heap of gold ornaments, in the sand and mud at the bottom of Lake 
Guatavita: no gold-filled urns for Englishmen. 
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“Stock Exchange Official Year-Book, 1950, p. 985. 
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that Latin Americans remembered the big profits and soon 
forgot the moderate gains and the losses."® 


10 A short time ago, while searching through many and various issues 
of the Stock Exchange Year-Book for British companies interested in 
Latin America, my eyes fell, almost by accident, upon this item: “Con- 
tractors, Limited. ... The company was registered February 21, 1900, 
for the purpose of draining the Lake Guatavita, Colombia, and carry- 
ing on mining operations on the land thus exposed.” This was in- 
triguing! Here was the place where the legend of El Dorado may have 
originated more than four centuries ago! Here was Lake Guatavita, 
the Indian shrine, where the Chibcha chiefs were supposed to have taken 
their ceremonial baths after anointing themselves with oil and sprin- 
kling gold dust over their naked bodies! Here was the lake into which 
the Indians were supposed to have cast their rich offerings for centuries! 
Suppose these ceremonies had gone on for a thousand years or so, how 
deep would be the layer of gold at the bottom and how thick the deposit 
of precious ornaments? Englishmen who organized this company with 
such an unromantic name were determined to answer these questions 
and enrich themselves in the process. The company is reported to have 
gone about the task systematically, draining the lake and bringing in a 
dredge, perhaps at heavy expense, owing to the difficult Colombian ter- 
rain. And what were the rewards of years of patient effort? I traced 
Contractors, Limited, through numerous issues of the Year-Book and 
in the issue for 1927 I read this report (p. 2050): “A few emeralds and 
some pottery and small ornaments of gold and copper have been found.” 
The company was bankrupt. There was no rich deposit of gold, no tall 
heap of gold ornaments, in the sand and mud at the bottom of Lake 
Guatavita: no gold-filled urns for Englishmen. 





Notes on Latin American 


Industrialization 


By J. RICHARD POWELL* 


In much of the inter-governmental negotiations for capital 
among the Américan Republics, there is an implicit assump- 
tion that industrial development is fundamentally a matter of 
acquiescence and financial aid by the United States. To a 
great extent, however, the impediments to effective indus- 
trialization are not an external matter and constitute instead 
internal problems which must be faced successfully by the 
nations themselves if they are to achieve the economic balance 
and the degree of insulation from war and depression which 
they seek. Among these problems are (1) increasing efii- 
ciency in the use of investment funds, (2) education and train- 
ing of workmen, technicians and the population in general, 
(3) freeing of trade channels among Latin American coun- 
tries, (4) improving transportation and communication facili- 
ties, (5) expanding national income and distributing it more 
equitably, (6) breaking down feudalistic patterns of culture, 
and (7) formulating well-rounded industrial programs. These 
problems are interrelated and cannot be solved entirely inde- 
pendently of industrial growth. 


Efficiency in the Use of Investment Funds. While the inade- 
quacy of capital is by no means a superficial difficulty, it is 
partly the result of failure to use available funds efficiently. 
In the first place, there is a lack of well-developed and effec- 
tive financial markets, which would expedite the flow of new 
funds into the most economic uses and give investors greater 
liquidity. New investment lacks a market guide and the 
assurance of liquidity. Consequently, domestic savings fail 
to move into optimum areas of investment or do not go into 


* Department of Economics, University of California, Los Angeles, 
California. 
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domestic industry at all. In Mexico, the overwhelming concern 
of private banks, including investment banks (financieras), 
with short-term commercial loans, especially of a speculative 
type, and with mortgage loans, reflecting the traditional feel- 
ing toward land investment, has hampered industrial develop- 
ment.! Private bankers have tended to discriminate against 
small business, and the Nacional Financiera, a government 
corporation set up to meet long-term capital requirements, has 
helped chiefly large new projects rather than small manu- 
facturers, whose size may be better adapted to the Mexican 
economy. 

The lack of money markets is associated in part with the 
forms of business organization and with the failure to educate 
the populace to think in terms of industrial investment. The 
direct ownership types of business organization, such as the 
proprietorship and partnership, are relatively more important 
in Latin America than the corporate forms. In 1949, the 
number of stock companies in Brazil was estimated at only 
7,000, and in 1945 Colombia had only 1,072." Stock exchanges 
in Latin America are relatively inactive or non-existent. Even 
in Brazil in 1949 Speigel reports only about 40 active stocks 
on the two largest exchanges. Concurrent growth of the 
corporate form of organization and stock exchanges would 
provide guides and encouragement to investment funds of both 
domestic and foreign origin. 

Secondly, the inefficient use of investment funds arises from 
the fact that investment tends to go into land, either for 
direct purchase or for mortgages. This is due to the social 
prestige traditionally attached to land ownership and to the 
relative security of land from political and economic changes. 
People with money are inclined to refuse to invest in indus- 
trial enterprises unless the prospective return is exorbitant 

1 Sanford A. Mosk, Industrial Revolution in Mexico (Berkeley: Uni- 
versity of California Press, 1950), pp. 281 ff. 

“George Wythe and others, Brazil, an Expanding Economy (The 
Twentieth Century Fund, 1949), p. 291. 

° “National Economy of Colombia,” Pan American Union. Commer- 
cial Pan America, September-October, 1946, p. 30. 

4Henry William Speigel, The Prazilian Economy (The Blakiston 
Company, 1949), p. 32. 
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by the standards of nations more advanced industrially. Busi- 
ness psychology in Brazil has been described as regarding 
large profit rates as virtually a “prime cost.”*> In Sao Paulo 
in 1942 net profits of 256 corporations were on the average 
34 per cent of the capital investment.® Of this group 25 had 
profits of more than 100 per cent. In Chile in the period 
1936-1940, profits of industrial corporations averaged 14.3 per 
cent a year.’ In Ecuador stocks of private banks normally 
earn about 12- per cent, while business investment, which 
yields 12 to 24 per cent under ordinary circumstances, earned 
50 to 100 per cent during the war.’ Interest rates on com- 
mercial bank loans are correspondingly high. In Chile in 1950 
the average interest rate of commercial banks was more than 
10 per cent.® 

Third, the chary attitude of Latin American capitalists to- 
ward home industry accentuates the scarcity of investment 
funds. Domestic capital has traditionally been flighty, even 
more so than foreign capital originating in the great powers 
and invested in Latin America. Domestic capital has sought 
investment outlets abroad in more stable countries, whereas 
capital from larger powers, at least until the thirties, felt rea- 
sonably secure from political repercussions in Latin America 
because it could usually count on stout backing from its home 
government. In more recent years, the admixture of strong 
Latin American nationalism, with its hostility to foreign 
capital and the American Good Neighbor policy, has induced 
a shortage of American and European investment funds, and 
thus added to the problem of industrialization. 

Fourth, a long history of misdirection and squandering of 
funds of both domestic and foreign origin by inept and corrupt 
political leaders has intensified the scarcity of funds. Fre- 


5 Joseph A. Kershaw, “Postwar Brazilian Economic Problems,” Ameri- 
can Economic Review, June, 1948, p. 336. 

6 Wythe and others, op. cit., p. 176. 

7P. T. Ellsworth, Chile, An Economy in Transition (The Macmillan 
Company, 1945), p. 101. 

8 E. Riofrio Villagomez, “Algunos Datos Sobre la Evolucion Financiera 
y Economica en el Ecuador,” Boletin del Banco Central, April-May, 1943, 
pp. 21-41. 

9 Foreign Commerce Weekly, June 11, 1951, pp. 3-4. 
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quently, governments have dissipated the proceeds of loans 
on projects of the “‘show-case” variety that are economically 
unsound or of doubtful value and feasibility or of low order 
of priority in industrial development. For example, the Currie 
Mission regarded Colombia’s projected integrated steel plant 
as outside the optimum area of investment, but other consid- 
erations prompted the Colombians to appraise the order of 
priority differently. Also, the popular attitude in many Latin 
American countries frankly expects a loss for graft in any 
governmental expenditure. As long as the loss is “reason- 
able,” there is not likely to be complaint or investigation. 

Not to be overlooked in connection with governmental ex- 
penditures are the large allowances for military establish- 
ments. In the peace time year of 1947, Mexico allotted nearly 
17 per cent of its federal budget to the military establish- 
ment.'” The 1948 figure for Brazil was more than 33 per 
cent.'' In 1947 the Argentine budget allocated 44 per cent 
to arms.'* Ecuador in 1947 allowed 21 per cent of its budget 
for national defense,’* and Honduras’ allocation was 22 per 
cent,'* 

The relative ease with which Latin American governments 
have been able to finance their fiscal needs by heavy bank 
borrowing has contributed to dislocation and demoralization 
in the credit sphere and to chronic inflation. 

Finally, a characteristic of Latin American consumption 
expenditure contributes to losses. There is a high marginal 
propensity to consume imported goods. This is due in some 
cases to the greater prestige in the consumption of foreign 
goods and in other cases to superior quality The effect is to 
present gaping leakages in the national income which go to 
a considerable extent for luxury articles. 


10 Review of the Economic Situation of Mexico, Banco Nacional de 
Mexico, January 1948, p. 9. 

11 Wythe and others, op. cit., p. 272. 

12 Robert A. Rennie, “Argentine Fiscal Policy,” Inter-American Eco- 
nomic Affairs, June 1947, p. 54. 

13 Ministerio del Tesoro, Informe a la Nacion, 1948, p. 16. 

14 Reynold E. Carlson, “Economic Development in Central America,” 
Inter-American Economic Affairs, Autumn, 1948, p. 28. 
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These characteristics that intensify the pinch of scarce 
investment funds require a broad attack through banking re- 
forms, government budget policies, international trade regu- 
lation, and education in democratic ideals. 


Education and Training. The Latin Americans must invest 
more in an intangible capital: education and training of work- 
men, technicians, and the people in general. There is, of 
course, the already recognized need for trained engineers and 
craftsmen. Governments and some private organizations have 
set up technical schools and sent promising individuals abroad 
for advanced training in accounting, business management, 
engineering, and specialties. The Point Four program will 
transmit our technical knowledge to underdeveloped countries 
in additional ways. 

However, the educational requisites do not end with highly 
technical training and the specialized knowledge that only out- 
siders can offer. Every Latin American country must expand 
its general education program to give the people as a whole 
training in the three R’s so that they can man the factories 
when built and operate their farms as they become mech- 
anized. More than this, the populace must receive a broad 
instruction that will raise the standard of living so as to build 
concurrently the desire for better things, the ability to produce 
them, and the income to buy them. 

In addition, education should serve as a corrective to some 
of the political difficulties and problems of social control which 
have produced instability in government, uncertainty in busi- 
ness, and discontinuity in economic development. Latin Amer- 
icans “have a strong sense of personal individuality and little 
capacity for cooperation on a basis of equality.”'° Politicians 
and populace tend to associate themselves with a leader rather 
than uniting in support of a common conviction. Education 
should contribute to the development of institutional loyalties 
that are necessary in the development of constitutional gov- 
ernment and, thereby, moderate the personal loyalty to strong 
leaders from whom patronage is expected. 


15H. B. Parkes, “Political Leadership in Mexico,” Annals of the 
American Academy of Political and Social Science, March 1940, p. 13. 
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General education must include principles of health, sani- 
tation, and nutrition. A continuous and serious threat to 
worker productivity is sickness due to disease, intemperance, 
and malnutrition. Disease and undernourishment are as seri- 
ous obstacles to economic development as lack of capital and 
technical knowledge. These conditions prevail from ignorante 
as well as from low income and general unsanitary conditions. 

Most Latin American countries have set up desirable goals 
in their educational programs, but they fail to provide suffi- 
cient funds to realize the aims. There is need for intensifi- 
cation and implementation of these programs with specific 
plans and cash in order to build a force of potential labor with 
the basic training for vocations. Leaders cannot raise the 
plane of living permanently without raising the standard of 
living. People must acquire the spiritual and material values 
that will be incentives to work for temporal well-being. The 
populace must desire the fruits of production enough to be 
willing to sacrifice for them. 


Freeing T:cde Channels. One of the original and perpetual 
curses t) 9t has afflicted Latin American countries has been 
their isolation from each other. From earliest times, ties of 
the colonies were with the mother country rather than with 
each other. The political organization was such that the 
major divisions in the new world looked directly to Spain. 
However, even the captaincy-general, theoretically subordi- 
nated to a vice-royalty, was often a direct appendage of colo- 
nial political machinery in Spain and was, in practice, a little 
vice-royalty. With the onset of the revolutionary wars, the 
Spanish political divisions disintegrated further into republics 
formed around the geographically and economically isolated 
nuclei of European civilization. After independence, com- 
mercial ties shifted to industrial nations. 

The nebulous boundaries of the republics, based partly upon 
the ill-defined divisions of the former empire, became the 
source of conflicting interests. Despite the original homog- 
eneity of culture of the conquerors, the lack of communica- 
tion between centers of European civilization contributed to 
variation of development under the influence of local Indian 
groups, which have profoundly affected most Latin American 
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countries. Added to this, there seemed to persist some of the 
traditional, competitive hostile spirit of the original con- 
querors toward each other. With the passing years, the 
expanding nuclei sometimes clashed at their periphery, and 
forgetfulness of the similarity of origin made border conflicts 
even more bitter. 

These internecine antagonisms and border scrapes com- 
pleted the shattering of Bolivar’s dream of a general customs 
union of Spanish American nations or complete federalism. 
Today, only under strong external pressure do Latin Ameri- 
cans bury their differences and make concerted efforts on a 
cooperative basis. Nationalistic spirit is too strong. 

Commercial relations among themselves has remained weak. 
In a year typical of the post-war period the United States 
took about 38 per cent of Latin American exports and supplied 
59 per cent of their imports, while Latin Americans took only 
9 per cent of their own exports and supplied only 11 per cent 
of their own imports. This intra-Latin American trade was 
concentrated in the River Plate area. Although trade among 
the Latin American countries increased during the war, it 
reverted in the post-war period almost to the relative status 
of the pre-war period. 

Although the Latin Americans construct inter-connecting 
roads and build their own marine facilities for commercial 
intercourse, their efforts to ease channels of commerce among 
themselves through trade agreements have realized scant 
success. Their failure to free trade has persisted despite 
their recognition that one important factor in the develop- 
ment of the United States was its huge free trade area among 
the states. They recognize the advantages of regional free 
trade areas, but real attempts to come to such agreements 
before the thirties were rare. More recently where genuine 
cooperation showed signs of success, the countries sometimes 
found themselves faced with problems of most-favored-nation 
clauses.'® When these clauses were invoked by outsiders, the 
cooperating countries faced the dilemma of either too little 


16 Chalmers, Henry, “Inter-American Trade Policy,” Seymour Harris, 
editor, Economic Problems of Latin America (McGraw Hill, 1944), 
pp. 215-218. 
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protection or inadequate privileges in the agreement area. 
Neither prospect offered encouragement to the infant indus- 
tries that promised efficient production. 

Progress during and shortly after World War II was im- 
pressive. From an economic standpoint, projects for certain 
regional free trade areas (prompted by war-time pressures) 
looked promising. There were overtures among Argentina, 
Brazil, and Uruguay; Argentina and Chile; Colombia, Vene- 
zuela, Panama, and Ecuador; and among some of the Central 
American republics. 


However, despite much talk for reducing trade fetters on 
a bilateral or regional basis, Latin America has not realized 
the hoped-for benefits. Jealousy, suspicion, and fear have 
again taken the upper hand. This unfortunate condition pre- 
vails even among those countries where traditional ties are 
strongest and economic differentiation greatest. Perhaps the 
most favorable prospect for customs union was the projected 
Gran-Colombian Union among the relatively diversified econ- 
omies of Ecuador with its agriculture, Colombia with its con- 
siderable industrial development, and Venezuela with its oil. 
However, the brief general agreement, known as the Quito 
Charter of August, 1948,'7 lagged in implementation because 
of jealousy and fear of economic competition. If this feeling 
prevails even among good neighbors with a long history of 
peace and friendship, the problems will be difficult to solve 
between the numerous contiguous countries with deep antag- 
onisms, especially when accompanied by aspirations for self- 
sufficiency. 

Even in smaller countries where self-sufficiency is patently 
impossible, the national honor, as well as special interest, 
becomes involved at the prospect of losing an industry to a 
neighbor and having to convert to new lines as a result of 
customs union. For example, Ecuador, officially quite resigned 
to being primarily agricultural, becomes recalcitrant at the 
prospect of losing part of its textile industry to Colombia 
through trade agreements; and, in fact, the Ecuadorean gov- 
ernment as a matter of pride and in contravention of the spirit 


17 Boletin del Banco Central del Ecuador, August, 1948, pp. 17-25. 
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of the Gran-Colombian pact, actually continued to encourage 
the further development of its inefficient textile manufacture 
by offering to potential investors extremely favorable condi- 
tions in the form of easy loans, tax exemption, and special 
import licenses for that specific purpose. 

Yet, in few Latin American countries can effective indus- 
trialization be a purely national project. Trade must be free 
on a regional basis, while offering protection from outside 
competition to carefully selected infant industries within the 
region. This involves international planning and cooperation, 
and it implies an abatement of the intense nationalism, if in- 
dustry is to be developed in the most economic locations. 


improvement of Transportation and Communication Facilities. 
Closely related to the problem of freeing trade channels is 
that of improving transportation and communication facili- 
ties. None of the Latin American countries has an integrated 
national transportation system. Most of the early railway 
builders planned their roads for highly specialized uses in 
moving raw materials to embarkation points. More recent 
projects frequently have given too little consideration to the 
economic potentialities of regional markets and production. 
Countries have developed transportation on a competitive na- 
tional basis, rather than on considerations of mutual interest. 
On the international level, commercial connections have been 
principally through the medium of foreign-owned shipping 
lines forming ties with industrialized nations rather than 
among Latin Americans. Nationalism and economic rivalry 
have deterred interdependence among the Latin Americans. 

Latin Americans have tended to be carried away by the 
spectacular nature of air transport. Yet, its potential as a 
solution to bulk transportation problems has clearly been 
exaggerated. 

And public policy has failed to maximize the resources avail- 
able for creation of effective transportation networks. For 
instance, conscious efforts to promote motor transport to com- 
pete with the foreign-owned railways, rather than to com- 
plement them, long discouraged maintenance and expansion 
of an effective railway network. Conceivably the nationaliza- 
tion of many of the foreign-owned railways may ultimately 
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force on the Latin American governments the realization of 
the need to coordinate road and rail investment. 


Expansion of National Income. The status of national in- 
come imposes three special limitations obstructing industriali- 
zation. First, the absolute amount of national income is so 
low that it restricts the potential market to be served by 
industry. In many countries a very large segment of the 
population lives on a subsistence basis outside the commercial 
exchange economy. In 1942 in Ecuador it was estimated that 
two-thirds of the families received less than 50 sucres (about 
$3) per month.'S Consequently aggregate demand is ex- 
tremely weak. 

Second, national income is distributed very inequitably. 
The Currie Mission estimated that in Colombia, in 1947, 2.6 
per cent of the income earners received 30 per cent of the total 
income of the country. An estimate of income distribution 
in Ecuador in 1943 indicates 15 per cent of the families re- 
ceived 48 per cent of the income.'® 

The inequitable distribution of income coupled with the 
expenditure habits of the higher income group has adverse 
effects on industrialization. The high income group (the 
potential investors) have an extremely high liquidity pref- 
erence relative to investment. And the marginal propensity 
to consume is strongly oriented toward foreign goods. Con- 
sequently, not only do their expenditure habits shy away from 
investment, but their consumption habits tend to stimulate 
foreign rather than domestic industry. The low general level 
of income accentuates the evils of maldistribution, for the 
large poverty-stricken populace keeps aggregate demand at 
a low level and offers inadequate support to domestic invest- 
ment. Thus, the absence of a strong middle class presents 
serious economic problems as well as an explosive political 
and social condition. 

Again, the colonial nature of the Latin American economies, 
geared as they are largely to a restricted number of export 


18 Luis Eduardo Laso, “Breves Consideraciones sobre la Economia 
Ecuatoreana,” Boletin Mensual del Banco Central (Quito), March, 1942. 


19 Riafrio Villagomez, loc. cit. 
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industries, gives rise to wide fluctuations in national income. 
In 1948, a single commodity accounted for half or more of 
the value of exports from 10 of the 20 republics. The total 
revenue from exports, concentrated heavily in raw materials 
and foodstuffs, fluctuates widely in price and quantity as world 
conditions and income in the industrial nations change. In- 
stability in the national income presents a constant threat to 
the survival of domestic industry. 


The solution to the problem of inadequate income and faulty 
distribution is in part one of gradual unfolding of economic 
life toward the money economy, as the populace is drawn from 
agriculture to industrial areas and from subsistence to com- 
mercial farming. However, not enough attention has been 
paid to direct action. The solution lies in part in reversing 
the trend toward smaller and smaller agricultural units and 
in mechanizing these larger plots. In the absorption in pro- 
grams of industrialization too little attention has been di- 
rected to increasing worker productivity in agriculture. Agri- 
cultural income must be increased if support is to be given to 
industry. Land policy must be directed to reducing the largest 
holdings and increasing the size of smaller holdings. Mech- 
anization should be encouraged by offering special credit. 
Governments should work out well-rounded farm information 
programs to aid the farmers in production methods and the 
selection of the best seed, fertilizers, and breeding stocks. 
The breaking down or closer regulation of monopoly in the 
industrial sphere would improve the farmers’ position. 


Breakdown of Feudal Patterns. The feudal pattern of cul- 
ture is characteristic of Latin America in general, but it varies 
in intensity from country to country. The retention of the 
feudal characteristics impedes industrialization. Besides im- 
mobilizing productive agents and introducing rigid price ele- 
ments, feudal ideals are obstacles to the development of values 
favorable to industrialization. This is likely to be especially 
true where a powerful church is important in the educational 
framework and is closely allied with the feudal culture, as in 
many of these countries. 
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A flexible industrial system cannot be imposed on a feudal- 
istic society. Diaz failed in attempting to do this in Mexico. 
Under feudalism the prestige value of holding land (even idle 
land) diverts resources to uneconomic uses; national income 
is low and inequitably distributed; a subsistence type of eco- 
nomic organization tends to prevail; the middle class is weak 
and ineffectual; education is neglected, or even suppressed; 
and standards of living stagnate so that there is no pressure 
for progress. 


This is not to imply that the feudalistic patterns can or 
should be abolished suddenly—in the majority of cases this 
could be accomplished only by bloody revolts. Revolution 
would likely substitute other systems equally inconsistent with 
effective industrialization, such as self-sufficient communal 
agriculture. However, governments can take measures to dis- 
courage debt peonage and other types of bondage to land, to 
penalize large holdings of unproductive or poorly allocated 
land, to encourage broad landowning and commercial farming. 


The Formulation of Industrial Programs. The final problem 
concerns planning for industrialization. Each country needs 
to develop a well-rounded and far-sighted industrial program. 
There can be no hope of balancing or stabilizing under-devel- 
oped economies without broad plans that take into account 
available resources, size of markets, priority of development 
of industries, the need to build capacity to create foreign 
exchange with which to service import-requirements of in- 
dustry, available sources of credit for expansion, and optimum 
rates of development in order to avoid disruptive inflationary 
pressures and exchange problems. 


Conclusion. Tempting as it may be for the politician to 
rely on external assistance or to criticize the course of nego- 
tiations which focus embarrassingly on tasks which must be 
performed at home before external assistance is economically 
feasible, the central importance of an effective attack on in- 


ternal problems cannot be over-emphasized. 





